Select Committee on Pension Policy

P.0.Box 40914
Olympia, WA 98504-0914
actuary_st@leg.wa.gov

November 9, 2004
9:30 AM - 1:00 PM

Senate Hearing Room 4
Olympia, Washington

AGENDA

Work Session/Public Hearing/Possible Executive Session
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Approval of September and October Meeting
Minutes

Plan 3 Vesting

— Laura Harper, Senior Research Analyst Legal
Part-time Education Staff Associates

— Laura Harper

Opt in/Opt Out; Age 70-1/2 — Subgroup
Recommendation

— Bob Baker, Senior Research Analyst

State Patrol Rate Stability

— Bob Baker

LEOFF 1 Survivor Benefits

— Bob Baker

LEOFF 1 Disability Boards

— Bob Baker

Adjourn

Persons with disabilities needing auxiliary aids or services for purposes of attending or participating in Select

Committee on Pension Policy meetings should call (360) 753-9144.
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Meeting and Issue Schedule

(August 30, 2004)

April 20, 2004
10:00 AM - 12:30 PM
Senate Hearing Rm 4

Election of Officers
Session Update
Interim Work Plan
Meeting Dates

May 18, 2004
9:30 AM - 4:00 PM
Senate Hearing Rm 4

Orientation

June 15, 2004
10:00 AM - 12:30 PM
Senate Hearing Rm 4

Adequacy of Benefit
Military Service Credit

July 13, 2004
I0AM-1PM
Senate Hearing Room 4

Election of Chair

Adoption of Meeting Schedule
Purchasing Power
Post-Retirement Employment
Contribution Rate Setting

August 17, 2004
10AM-1PM
Senate Hearing Room 4

Rules of Procedure
Gain-sharing
Purchasing Power - Options

September 7, 2004
10AM-1PM
Senate Hearing Room 4

Retiree Health Insurance
Age 65 Retirement

PFC Recommendations
OSA 05-07 Budget Request

October 19, 2004
10AM-1PM
Senate Hearing Room 4

Age 65 Retirement - Options

LEOFF 1 Issues

State Patrol Rate Stability
Post-retirement Employment

SCPP Executive Committee Membership
Interruptive Military Service

November 9, 2004
10AM-1PM
Senate Hearing Room 4

Plan 3 Vesting

Part-Time Education Staff Associates
Opt In/Opt Out; Age 70-1/2

State Patrol Rate Stability

LEOFF 1 Survivor Benefits

LEOFF 1 Disability Boards

December 7, 2004
10AM-1PM
Senate Hearing Room 4

Legislation

PFC Audit and Recommendations
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Select Committee on Pension Policy oo

Representative Gary Alexander

Elaine M. Banks
TRS Retirees

D ™ TES Marty Brown, Director*
Office of Financial Management
September 7, 2004
Senator Don Carlson
The Select Committee on Pension Policy met in Senate Hearing Room 4, Olympia, John Charles, Director
Washington on September 7, 2004. Department of Retirement Systems
. . Representative Steve Conway*
Committee members attending: Vice Chair
Senator Fraser, Chair Doug Miller Representative Larry Crouse
Representative Conway, Vice Chair Glenn Olson Richard Ford
Representative Alexander Representative Crouse PERS Retirees
Elaine Banks Diane Rae Senator Karen Fraser*
Senator Carlson Senator Regala Chair
Representative Fromhold J. Pat Thompson
ive Bill
Leland Goeke Dave Westberg Representative Bill Fromhold
Corky Mattingly Lefand A, Goeke*
TRS and SERS Employers
Maureen Westgard attending for John Charles. Bob Keller
PERS Actives
Senator Fraser, Chair, called the meeting to order at 10:05 AM. .
Corky Mattingly
. PERS Employers
Senator Fraser welcomed Maureen Westgard, Deputy Director, Department of
Retirement Systems attending for John Charles. Doug Miller
PERS Employers
1) Appointment to the State Actuary Appointment Committee Gienn Olson
J. Pat Thompson of the Select Committee on Pension Policy was appointed to PERS Employers
replace Richard Ford on the State Actuary Appointment Committee Diane Rae
“TRS Actives
2) Retiree Health Insurance )
Bob Baker, Senior Research Analyst, presented the report entitled “Retiree Senator Debbie Regala
Health Insurance.” J.Pat Thompson
PERS Actives
Pete Cutler, Acting Administrator, Health Care Authority, reviewed the . .
“Washington State Heath Care Authority, Uniform Medical Plan” handout. Dav;cEleJ:;itvI::rg

The following people testified:
John Kvamme, Washington Association of School Administrators/
Association of Washington School Principals *Executive Committee
Sam Kinville, retired

(360) 753-9144
Fax: (360) 586-8135
TDD: 1-800-635-9993



Draft Minutes
September 7, 2004
Page 2

3) Age 65 Retirement
Laura Harper, Senior Research Analyst Legal, presented the report entitled
“Age 65 Retirement.”

“) Pension Funding Council Recommendations
Senator Fraser reported on the results of the Pension Funding Council
Subgroup committee meeting and that the SCPP supports the continued full
funding of the Washington State retirement systems but also realizes the
significant financial commitment associated with implementing the required
contribution rate increases.

Matt Smith, State Actuary, reviewed the “Deferred Rate Increases” report.

It was moved to adopt and recommend to the Pension Funding Council
the preliminary 2005-07 contribution rates, as calculated by the State
Actuary, including the cost of recognizing the liability associated with
Sfuture gain-sharing benefits. Seconded.

MOTION CARRIED

1t was moved to recommend to the Pension Funding Council that the
2005-07 contribution rates as calculated by the State Actuary be
approved. Seconded.

MOTION CARRIED

Q) Office of the State Actuary 05-07 Budget Request
Matt Smith, State Actuary, reviewed the 2005-07 Budget Request handout.
Committee members discussed this issue and the Chair recommended to
prioritize the new budget increase as follows: (1) Actuarial Valuation System;
(2) Publications Specialist; (3) Business Plan Consultant.

It was moved to approve the 2005-07 budget as recommended and the
new budget increase be prioritized as the chair submitted. Seconded.
MOTION CARRIED

Senator Fraser reviewed a letter submitted by Cassandra de la Rosa, Executive
Director, Retired Public Employees Council of Washington.

The meeting adjourned at 12:30 PM.

O:\SCPP\2004\10-19-04 Full\draft minutes 9-7-04.wpd
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Select Committee on Pension Policy it

Representative Gary Alexander

Elaine M. Banks
TRS Retirees
DRAFT MINUTES .
Marty Brown, Director*
Office of Financial Management

October 19, 2004

Senator Don Carlson
The Select Committee on Pension Policy met in Senate Hearing Room 4, Olympia, John Charles, Director
Washington on October 19, 2004. Department of Retirement Systems
Committee members attending: Representatlli\cr: c:::ve Conway™
Senator Fraser, Chair Leland Goeke Representative Larry Crouse
Representative Conway, Vice Chair Corky Mattingly Richard Ford
Representative Alexander Doug Miller PERS Retirees
Elaine Banks G%enn Olson Senator Karen Fraser*
Senator Carlson Diane Rae Chair
Representative Crouse Senator Regala Lo
Representative Fromhold Dave Westberg Representative Bill Fromhold
Leland A. Goeke*
Senator Fraser called the meeting to order 10:10 AM. TRS and SERS Employers
Bob Keller
1) Age 65 Retirement - Options PERS Actives
Laura Harper, Senior Research Analyst Legal, presented the report entitled .
“Age 65 Retirement.” Lee Goeke gave a report from the Age 65 Subgroup co;gm;;;:gly
meeting held October 14, 2004. Committee members discussed this issue.
Doug Miller
The following people testified: PERS Employers
Randy Parr, Washington Education Association Glenn Olson
Lynn Maier, Washington Public Employees Association PERS Employers
Marnie Slakey, Pierce Transit .
Peter Altmann, Amalgamated Transit Union T;S'xt:::
Beverly Hermanson, Washington Federation of State Employees
Senator Debbie Regala
2) Post-retirement Employment J.Pat Thompson
Laura Harper, Senior Research Analyst Legal, presented the report entitled PERS Actives
“Post-retirement Employment.”
David Westherg*

The following people testified: SERS Actives

Bob Woolley, retired

Randy Parr, Washington Education Association

John Kvamme, Washington Association of School Administrators/Association *Executive Committee
of Washington School Principals

(360) 753-9144
Fax: (360) 586-8135
TDD:1-800-635-9993
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Draft Minutes
October 19, 2004
Page 2

Senator Carlson moved that the “Post-retirement Employment” bill
draft Z0141.1/05 be recommended to the Legislature. Seconded.
MOTION CARRIED

SCPP Executive Committee Membership
Laura Harper, Senior Research Analyst Legal, reviewed the “Select Committee
on Pension Policy Executive Committee Membership” report.

Marty Brown offered an amendment to eliminate the director of Office of
Financial Management on the Executive Committee and have the director of
the Department of Retirement Systems serve each year.

The following person testified:
Leslie Main, Washington State School Retirees Association

It was moved to approve the SCPP Executive Committee Membership

bill with the amendment of eliminating the director of Office of

Financial Management on the Executive Committee and the director of

the Department of Retirement Systems serving each year. Seconded.
MOTION CARRIED

Interruptive Military Service
Laura Harper, Senior Research Analyst Legal, reviewed the “Interruptive
Military Service Credit” report.

The following person testified:
Steve Nelsen, Executive Director, LEOFF 2 Retirement Board

Representative Conway suggested this issue be brought back to the Executive
Committee.

LEOFF 1 Issues
Bob Baker, Senior Research Analyst, presented the report entitled “LEOFF 1
Issues.”

The following people testified:
Dick Warbrouck, Retired Firefighters of Washington
Bud Sizemore, Washington Sate Council of Firefighters



Draft Minutes
October 19, 2004
Page 3

(6) State Patrol Rate Stability
Bob Baker, Senior Research Analyst, presented the report entitled “State Patrol
Rate Stability.”

The following people testified:
Rick Jensen, Washington State Patrol Troopers Association

Paul Neal, Counsel, Washington State Patrol Troopers Association

The meeting adjourned at 1:10 PM.

O:\SCPP\2004\11-9-04 Full\draft minutes 10-19-04.wpd



Select Committee on Pension Policy
Plan 3 Vesting

Alternative Options
(November 8, 2004)

These alternative options would impact the Teachers Retirement System (TRS), School
Employee’s Retirement System (SERS), and Public Employee’s Retirement System (PERS)
Plans 3 by lowering the vesting period for the defined benefit portion of these plans from ten
years to five for active members following the attainment of a certain age. The costs shown
are for 5 year vesting if age 50 or over, and 5 year vesting if age 45 or over.

Five Year Vesting Five Year Vesting
If age 50+ If age 45+
Estimated Fiscal Impact (in Millions): PERS TRS SERS Total PERS TRS SERS Total
Increase in Contribution Rates
(Existing Members)
Employee Aggregate (Plan 2 only) 0.00% 0.01%  0.02% 0.00% 0.01%  0.04%
Employer Aggregate 0.00% 0.01%  0.02% 0.00%  0.02%  0.04%
Increase in Contribution Rates
(New Entrants)
Employee (Plan 2 only)* 0.01% N/A N/A 0.01% N/A N/A
Employer * 0.01% 0.01% 0.06% 0.01% 0.03% 0.12%
2005-2007
State:
General Fund $0.1 $0.7 $0.4 $1.2 $0.1 $1.5 $0.9 $2.5
Non-General Fund $0.1 $0.0 $0.0 $0.1 $0.1 $0.0 $0.0 801
Total State $0.2 $0.7 $0.4 $1.3 $0.2 $1.5 $0.9 $2.6
Local Government $0.2 $0.1 $0.4 $0.7 $0.2 $0.3 $0.8 $1.3
Total Employer $0.4 $0.8 $0.8 $2.0 $0.4 $1.8 $1.7 $3.9
Total Employee $0.2 $0.1 $0.2 $0.5 $0.2 $0.1 $0.3 $0.6
Norember , 1004 SCPP Full Commite Page4]1
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Five Year Vesting Five Year Vesting
If age 50+ If age 45+
Estimated Fiscal Impact (in Millions): PERS TRS SERS Total PERS TRS SERS Total
2005-2030
State:
General Fund $6.3  $17.0 $216  $449 $6.3  $45.7  $433  $95.3
Non-General Fund $104 $0.0 $.0 $104  $104 $0.0 $0.0  $104
Total State $16.7 $17.0 $21.6 $55.3 $16.7 $45.7 $43.3  $105.7
Local Government $14.9 $35  $19.2  $376  $14.9 $9.3  $384 9626
Total Employer $316  $205  $408  $929  $316  $55.0  $81.7 $1683
Total Employee $15.8 $0.6 $13 $17.7  $15.8 $0.6 $26  $19.0

*The increases in contribution rates for future new entrants are based on the increase in the Entry Age Normal Cost.

We assume that there would not be a modification of the employee/employer level of cost sharing as defined in the actuarial
funding chapter - Chapter 41.45 RCW. As a result, the cost of either of these Plan 3 benefit enhancements would be
shared equally among Plan 2/3 employers and Plan 2 employees.

November 9, 1004 SPP Full Committee
0:\SCPP\2004\11-9-04 Full\Plan 3 Vesting Alternative Options.wpd
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Select Committee on Ponsion Policy
Plan 3 Vesting

(October 25, 2004)

Issue

Staff

Members Impacted

Current Situation

History

Reduce the required length of service for vesting
in the defined benefit portion of the PERS, SERS
and TRS Plans 3 from 10 years to 5 years.

Laura Harper, Senior Research Analyst/Legal
(360) 586-7616

As of the most recent valuation, 53,500 Plan 3
members were not vested. Non-vested members
included those who had less than 10 years of
service; those who were not vested in Plan 2 on
July 1, 1996 in TRS, September 1, 2000 in
SERS or June 1, 2003 in PERS; and those who
did not have 5 years of service including 12
months after age 54. Any of these non-vested
members would be affected by this proposal
unless they leave employment or become vested
prior to the effective date of any legislation to
change the vesting period.

New Plan 3 members of TRS, SERS, and PERS
are vested in the defined benefit portion of their
Plan after 10 years of service, or after 5 years of
service if 12 months of that service is earned
after attaining age 54. Plan 3 members are
immediately vested in the defined contribution
portion of their Plan.

SHB 1298 was introduced in the 2003 legislative
session. The bill would have shortened the
defined benefit vesting period in the Plans 3
from 10 years to 5 years. The bill passed the

Hoveiiber ¥ BG4
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House, but was not heard in the Senate. In
2004 similar legislation was introduced as SB
6247 /HB 2540. It passed in the Senate but died
in House Appropriations.

Policy Analysis

The Plans 3 are hybrid plans. The defined benefit portion of these plans (the
portion to which the 10-year vesting period applies) uses a formula to
determine the monthly retirement benefit that a member will receive for life: 1%
x Average Final Compensation (AFC) x years of service credit. The defined
benefit is funded entirely by employers. When members leave employment
prior to becoming vested, they forfeit these employer contributions. On the
‘other hand, the defined contribution portion of the Plans 3 is funded entirely
by employees. Employees are immediately vested in their own contributions.

When the Plans 3 were on the drawing board, one of the concerns was the
small size of the defined benefit that members would receive if they earned only
a modest amount of service credit before full retirement. Plan 2 members
receive 10% of average final compensation (AFC) upon vesting (5 years x 2%
per year). This 10% standard was used for the defined benefit portion of the
Plans 3. Setting the vesting period in the Plans 3 to 10 years guaranteed
vested members 10% of their AFC as a minimum defined benefit (10 years x 1%
per year).

In the design of the Plans 3, the long vesting period for the defined benefit
portion of the pension was offset by the fact that Plan 3 members were
immediately vested in the defined contribution portion of their benefit. Since
the defined benefit would be such a small portion of the total benefit during the
early years of employment, and since members were immediately vested in
their employee contributions, it was felt that those who left employment before
the end of the vesting period would not be losing such a significant amount of
their total retirement benefit that the longer vesting period would adversely
affect employment behavior.

The following table illustrates the value of the defined benefit (DB) portion of
Plan 3 for members who entered the plan at various ages and separated from
service after 5 years. These examples assume an average final compensation of
$30,000 and an annual inflation rate of 3.5%.

{rom L { s ""{ 3
SCPP Tull Commitron Page 2of §
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Future Value of Plan 3 Benefit, Adjusted for 3.5% Assumed Inflation
(Defined Benefit payable at 65 = 1% x $30,000 x 5 years of service)

Entry Age Age at Separation DB Benefit at 65 Future Value* % of DB

25 30 $1,500 $450 30%
35 40 $1,500 $635 42%
45 50 $1,500 $895 60%
55 60 $1,500 $1,263 84%

*Reduced for 3.5% assumed annual inflation from age at separation to age 65.

The table illustrates that for those who are hired at earlier ages, the future
benefit that is forfeited is smaller after adjustment for assumed inflation from
age at separation to age 65. This is consistent with the rationale behind the
10-year vesting period, and the reason why the vesting period was lowered for
older employees. The higher the plan entry age, the greater the percentage of
the future benefit that would be forfeited at separation as the result of a failure
to vest.

It is unknown whether members actually analyze their own retirement benefits
at this level of detail, or how much the vesting period is a factor in employment
decisions. Theoretically, shorter vesting periods support attraction of new
employees. Longer vesting periods support retention of employees.

Another retention incentive in the Plans 3 is the provision that members who
remain in the Plans 3 for at least twenty-service credit years receive the
additional benefit of an “inflation protector.” These members receive an
increase in the defined benefit portion of their retirement allowance of 3% per
year, compounded for each month from the date of separation to the date that
the retirement allowance commences.

Comparison with Washington Plans and Other States

The 10-year vesting period for the defined benefit portion of the Plans 3 is the
longest among the plans administered by Washington State. The Plans 1 and
2, which are all defined benefit and not hybrid plans, have 5-year vesting
periods.

SCPP Full Committee Page 3 of
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The national trend in retirement plans is toward shorter vesting periods due to
the increasing mobility of the workforce and the trend toward multiple careers.
However, numerous state and municipal retirement plans still use a 10-year
vesting period. In the 2002 survey from the Public Pension Coordinating
Council covering 276 public retirement plans, a total of 96 plans had vesting
requirements of 10 years or more. More than 40 of those plans were
administered by twenty-five states or territories, in addition to Washington. In
comparison, 132 plans had vesting requirements of 5 years or less. The survey
results are attached.

Options

The proposal to lower the vesting period for the defined benefit portion of the
Plans 3 from 10 to 5 years has been considered and rejected during the last
two legislative sessions. With that in mind, the Committee may wish to
consider alternative approaches to the issue. One possibility is that the
proposal was rejected due to cost. An option for lowering the cost would be to
develop proposals for 5-year vesting in the higher age brackets when the
vesting period is more likely to affect employment behavior. Currently 5-year
vesting is available in the Plans 3 if 12 months of a member’s service is earned
after attaining age 54. That age could be lowered.

If the SCPP wishes to pursue the issue of Plan 3 vesting, it might be useful to
study the probability of member termination at various ages as well as the
value of the defined benefit component of the Plans 3 at various ages in order
to better assess whether any changes to the vesting period might affect
employment behavior.

If the Committee determines that the cost of changing the vesting period is
prohibitive at this time, another option would be to encourage additional
member education. There may be a perception that the longer vesting period
for the defined benefit portion of the Plans 3 is a detriment to those who might
select Plan 3. However, through additional member education, more new hires
may be able to better evaluate the financial implications of the vesting period
and better understand the tradeoffs in the design of the Plans 3.

SCPP Full Committee Pl
DASCPPAIDOAA1-9-04 Full\Plan 3 Vesting.wpd
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Stakeholder Input

While there has been no opportunity for specific stakeholder input on this
issue during this interim, it should be noted that the following organizations
have requested in writing that Plan 3 vesting be considered by the SCPP in
2004: the Washington Association of School Administrators, Association of
Washington School Principals, and the Washington Education Association.

Executive Committee Recommendation

The Executive Committee heard a report on this issue on June 15, 2004. At
that time it was decided that the full SCPP could hear the issue later in the
interim, since the issue is not a new one.

Bill Draft

A copy of the draft bill is attached This bill would reduce the required length of
service for vesting in the defined benefit portion of PERS 3, SERS 3 and TRS 3
from 10 years to S years.

Fiscal Note

An updated draft fiscal note is attached. The bill would increase contribution
rates in the PERS, TRS and SERS Plans 2 and Plans 3, as the cost of this Plan
3 benefit enhancement is shared equally among Plan 2/3 employers and Plan 2
employees. This cost-sharing approach is defined under state law in the
actuarial funding chapter, Chapter 41.45 RCW.

SCPP Full Commmitiee Page S of§
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AN ACT Relating to vesting after five years of service in the
defined benefit portion of the public employees' retirement system, the
school employees' retirement system, and the teachers' retirement
system plan 3; and amending RCW 41.32.875, 41.35.680, and 41.40.820.

BE IT ENACTED BY THE LEGISIATURE OF THE STATE OF WASHINGTON:
Sec. 1. RCW 41.32.875 and 2000 c 247 s 903 are -each amended to

read as follows:
(1) NORMAL RETIREMENT. Any member who is at least age sixty-five

‘and who has ( (<

+a))) completed ((fen)) five service credit years((+e=

By Leted—£ . Lid  ineludd el .

4+e+)) or completed five service credit years by July 1, 1996, under

‘plan 2 and who transferred to plan 3 under RCW 41.32.817((+))

shall be eligible to retire and to receive a retirement allowance
computed according to the provisions of RCW 41.32.840.

(2) EARLY RETIREMENT. Any member who has attained at least age
fifty-five and has completed at least ten years of service shall be
eligible to retire and to receive a retirement allowance computed

Code Rev/LL:mos 1 Z-0181.1/05
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according to the provisions of RCW 41.32.840, except that a member
retiring pursuant to this subsection shall have the retirement
allowance actuarially reduced to reflect the difference in the number
of years between age at retirement_and the attainment of age sixty-
five.

(3) ALTERNATE EARLY RETIREMENT. Any member who has completed at
least thirty service credit years and has attained age fifty-five shall
be eligible to retire and to receive a retirement allowance computed
according to the provisions of RCW 41.32.840, except that a member
retiring pursuant to this subsection shall have the retirement
allowance reduced by three percent per year to reflect the difference
in the number of years between age at retirement and the attainment of

age sixty-five.

Sec. 2. RCW 41.35.680 and 2000 c 247 s 906 are each amended to
read as follows:

(1) NORMAL RETIREMENT. Any member who is at least age sixty-five
and who has((+

+a))) completed ((¥em)) five service credit years((+—e¥

» ] L £ , 14 _ ineludd ] .

it 1 £y ; o cis e .

+e+)) or completed five service credit years by September 1, 2000,

under the public employees' retirement system plan 2 and who
transferred to plan 3 under RCW 41.35.510((+))

shall be eligible to retire and to receive a retirement allowance
computed according to the provisions of RCW 41.35.620.

(2) EARLY RETIREMENT. Any member who has attained at least age
fifty-five and has completed at least ten years of service shall be
eligible to retire and to receive a retirement allowance computed
according to the provisions of RCW 41.35.620, excépt that a member
retiring pursuant to this subsection shall have the retirement
allowance actuarially reduced to reflect the difference in the number
of years between age at retirement and the attainment of age sixty-
five.

(3) ALTERNATE EARLY RETIREMENT. Any member who has completed at
least thirty service credit years and has attained age fifty-five shall
be eligible to retire and to receive a retirement allowance computed
according to the provisions of RCW 41.35.620, except that a member

Code Rev/LL:mos 2 Z-0181.1/05
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retiring pursuant to this subéection shall have the retirement
allowance reduced by three percent per year to reflect the difference
in the number of years between age at retirement and the attainment of

age sixty-five.

Sec. 3. RCW 41.40.820 and 2000 c 247 s 309 are each amended to
read as follows:

(1) NORMAL RETIREMENT. Any member who is ét least age sixty-five
and who has((+

4a))) completed ((fen)) five service credit years((+—er

9 ] Y . 144  ineludd . .
efeéib i&eiiE}is aﬁEef aEEaiiii!}g age fiﬁEY £eafl OF

+e¥)) or completed five service credit years by the transfer
payment date specified in RCW 41.40.795, under the public employees'
retirement system plan 2 and who transferred to plan 3 under RCW
41.40.795((+))
shall be eligible to retire and to receive a retirement allowance
computed according to the provisions of RCW 41.40.790.

(2) EARLY RETIREMENT. Any member who has attained at least age
fifty-five and has completed at least ten years of service shall be
eligible to retire and to receive a retirement allowance computed

_according to the provisions of RCW 41.40.790, except that a member

retiring pursuant to this subsection shall have the retirement
allowance actuarially reduced to reflect the difference in the number
of years between age at retirement and the attainment of age sixty-
five.

(3) ALTERNATE EARLY RETIREMENT. Any member who has completed at
least thirty service credit years and has attained age fifty-five shall
be eligible to retire and to receive a retirement allowance computed
according to the provisions of RCW 41.40.790, except that a member
retiring pursuant to this subsection shall have the retirement

~allowance reduced by three percent per year to reflect the difference

in the number of years between age at retirement and the attainment of

age sixty-five.

--- END ---
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DRAFT FISCAL NOTE

REQUEST NO.
RESPONDING AGENCY: CODE: DATE: BILL NUMBER:
Office of the State Actuary 035 11/02/04  Z-0180.1/2-0181.1

SUMMARY OF BILL:

This bill impacts the Teachers Retirement System (TRS), School Employee’s Retirement System (SERS),
and Public Employee’s Retirement System (PERS) Plans 3 by lowering the vesting period for the defined
benefit portion of these plans from ten years to five.

Effective Date: 90 days after session.

CURRENT SITUATION:

New Plan 3 members of TRS, SERS, and PERS are vested in the defined benefit portion of their Plan after
ten years of service, or after five years of service if 12 months of that service is earned after attaining age
54. Plan 3 members are immediately vested in the defined contribution side of their Plan. Those who
transferred from Plan 2 to Plan 3 were automatically vested if they had five years of service in Plan 2 as of
July 1, 1996, September 1, 2000 and June 1, 2003, the initial transfer dates for TRS, SERS and PERS
respectively. '

MEMBERS IMPACTED:

The counts of active vested and non-vested members are shown below. Not included in these counts are
terminated non-vested members who would add to the total should they become re-employed. As of the
most recent valuation, 52,612 out of 92,521 Plan 3 members had less than 10 years of service or were not
vested in Plan 2 on July 1, 1996 in TRS, September 1, 2000 in SERS or June 1, 2003 in PERS, or did not
have 5 years of service including 12 months after age 54. Any of these non-vested members would be
affected by this bill if they were to leave public employment with between 5 to 10 years of service and
before they earned 12 months of service after age 54.

System/ Plan Vested Non-Vested

PERS 3 9,771 7,777
TRS 3 18,646 28,617
SERS 3 11,492 16,218

1 O:\Fiscal Notes\2005\Z-Drafts\Z-0180.1.wpd



FISCAL IMPACT:

Actuarial Determinations:

The bill will impact the actuarial funding of the affected systems by increasing the present value of benefits
payable under the System (for existing members impacted by this bill) and the required actuarial

contribution rate as shown below:

(Dollars in Millions)

Actuarial Present Value of Projected Benefits
(The Value of the Total Commitment to all Current Members)

Unfunded Actuarial Accrued Liability
(The Portion of the Plan 1 Liability that is Amortized at 2024)

Unfunded Liability (PBO)

(The Value of the Total Commitment to all Current Members
Attributable to Past Service)

Increase in Contribution Rates:
(Effective 09/01/2005)

Employee (plan 2 members only)

Employer State

PERS 2/3
TRS 2/3
SERS 2/3

PERS 2/3
TRS 2/3
SERS 2/3

PERS 2/3
TRS 2/3
SERS 2/3

PERS 2/3
TRS 2/3
SERS 2/3

Current

$14,278
$ 5220
$ 2,138

NA

$(3,184)
$(1,397)
$ (425)

0.01%
0.03%
0.05%

0.01%
0.03%
0.06%

Increase Total

$
$
$

& P P

5 § 14,283
12§ 5232
8 § 2146

NA NA

2 $ (3,182
6 $ (1,391)
4§ (421)

O:\Fiscal Notes\2005\7-Drafts\7-0180.1.wpd



Fiscal Budget Determinations:

As a result of the higher required contribution rate, the increase in funding expenditures is projected to be:

Costs (in Millions): PERS TRS SERS Total
2005-2007
State:
General Fund $0.5 $2.4 $1.5 $4.4
Non-General Fund 0.8 0.0 0.0 0.8
Total State 1.3 24 1.5 5.2
Local Government 1.2 0.5 1.3 3.0
Total Employer 25 29 2.8 8.2
Total Employee $1.5 $0.3 $0.5 $2.3
2007-2009
State:
General Fund $0.7 $2.9 $2.0 $5.6
Non-General Fund 1.2 0.0 0.0 1.2
Total State 1.9 29 2.0 6.8
Local Government 1.7 0.6 1.8 4.1
Total Employer 3.6 3.5 3.8 10.9
Total Employee $2.1 $0.3 $0.4 $2.8
2005-2030
State:
General Fund $27.3 $85.9 $71.7  $184.9
Non-General Fund 45.1 0.0 0.0 451
Total State 724 85.9 .7 230.0
Local Government 64.2 17.6 63.6 145.4
Total Employer 136.6 103.5 135.3 3754
Total Employee $69.8 $1.8 $3.3 $74.9

State Actuary’s Comments:

This bill does not modify the employee/employer level of cost sharing as defined in the actuarial funding
chapter - Chapter 41.45 RCW. As a result, the cost of this Plan 3 benefit enhancement is shared equally
among Plan 2/3 employers and Plan 2 employees.

3 O:\Fiscal Notes\2005\Z-Drafts\Z-0180.1.wpd



STATEMENT OF DATA AND ASSUMPTIONS USED IN PREPARING THIS FISCAL NOTE:

The costs presented in this fiscal note are based on our understanding of the bill as well as generally accepted
actuarial standards of practice including the following:

1. Costs were developed using the same membership data, methods, assets and assumptions as those used in
preparing the September 30, 2003 actuarial valuation report of the Teachers Retirement System, School
Employee’s Retirement System, and Public Employee’s Retirement System.

2. As with the costs developed in the actuarial valuation, the emerging costs of the System will vary from those
presented in the valuation report or this fiscal note to the extent that actual experience differs from that projected
by the actuarial assumptions.

3. Additional assumptions used to evaluate the cost impact of the bill which were not used or disclosed in the
actuarial valuation report include the following: None.

4. The analysis of this bill does not consider any other proposed changes to the system. The combined effect of
several changes to the system could exceed the sum of each proposed change considered individually.

5. This fiscal note is intended for use only during the 2005 Legislative Session.

6. The funding method used for Plan 1 utilizes the Plan 2/3 employer/state rate as the Normal Cost and amortizes
the remaining liability (UAAL) by the year 2024. Benefit increases to Plan 2/3 will change the UAAL in Plan 1.
The cost of benefit increases to Plan 1 increases the UAAL.

7. Plan 2/3 utilizes the Aggregate Funding Method. The cost of Plan 2/3 is spread over the average working
lifetime of the current active Plan 2/3 members.

8. The entry age normal cost increase for the bill is 0.04% for PERS Plan 2 members, 0.04% for PERS employers,
0.06% for TRS employers, and 0.20% for SERS employers. The entry age normal cost increase was used to
determine the increase in funding expenditures for future new entrants.

GLOSSARY OF ACTUARIAL TERMS:

Actuarial Present Value: The value of an amount or series of amounts payable or receivable at various times,
determined as of a given date by the application of a particular set of Actuarial Assumptions (i.e. interest rate, rate of
salary increases, mortality, etc.)

Projected Benefits: Pension benefit amounts which are expected to be paid in the future taking into account such
items as the effect of advancement in age as well as past and anticipated future compensation and service credits.

Normal Cost: Computed differently under different funding methods, the normal cost generally represents the
portion of the cost of projected benefits allocated to the current plan year.

Unfunded Actuarial Accrued Liability (UAAL): The cost of Plan 1 is divided into two pieces:

*  The Normal Cost portion is paid over the working lifetime of the Plan 1 active members. The remaining cost is
called the UAAL.

* The UAAL is paid for by employers as a percent of the salaries of all Plan 1, 2 and 3 members until the year
2024.

Pension Benefit Obligation (PBO): The portion of the Actuarial Present Value of future benefits attributable to
service credit that has been earned to date (past service).

4 ) O:\Fiscal Notes\2005\Z-Drafts\Z-0180.1.wpd



Unfunded Liability (Unfunded PBO): The excess, if any, of the Pension Benefit Obligation over the Valuation
Assets. This is the portion of all benefits earned to date that are not covered by Plan assets.

5 O:\Fiscal Notes\2005\Z-Drafts\7-0180.1.wpd



Select Comm

iitee it Pension Poliey

Part-time Educational

Staff Associates

_' M(October 26, 2004)

Issue

Staff

Members Impacted

Current Situation

Allow Certified Educational Staff Associates
(ESAs) in the Teachers Retirement System (TRS)
Plan 1 to annualize their salaries when
calculating their average final compensation so
they may receive proportionate retirement
benefits.

Laura Harper, Senior Research Analyst/Legal
(360) 586-7616

This proposal impacts part-time ESAs in Plan 1
of the Teachers’ Retirement System (TRS). We
estimate that there are 30 part-time ESAs out of
11,175 members in TRS 1.

Current TRS 1 statutes allow less-than-full-time
members who spend more than seventy-five
percent of their time as classroom instructors,
librarians, or counselors to annualize their
salaries upon retirement so as to receive
proportionate retirement benefits. School
Counselors are Certified ESAs, and are the only
category of ESAs allowed to annualize their
salaries in the same manner as teachers and
librarians. Other categories of ESAs include
Psychologists, Social Workers, Nurses, Physical
Therapists, Occupational Therapists and Speech
Language Pathologists or Audiologists. None of
these latter categories are currently allowed to
annualize their salaries in order to receive
proportionate retirement benefits for less-than-
full-time service.

Hovember 9, 1004

§CPP full Committer
OASCPP\IROA\I1-9-04 Full\Part-time FSAs.wpd
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Select Committee on Pension Paficy

Example

Under current law an ESA who is not a counselor and who works half-time for
30 years receives half the retirement benefit of a counselor despite making the
same salary and contributions.

Full-Time Half-Time Half-Time

ESA Counselor Nurse
Salary $50,000 $25,000 $25,000
Annual Contributions $3,000 $1,500 $1,500
Retirement Benefit $30,000  $15,000 $7,500

History

This proposal was introduced to the Joint Committee on Pension Policy by
correspondence from the Chair of the Professional Educator Standards Board
dated October 29, 2002. The Joint Committee deferred consideration of this
matter until 2003. At the end of 2003, the Select Committee on Pension Policy
voted to recommend legislation for the 2004 session. SB 6250/HB 2542
passed in the House but stalled in Senate Rules.

Policy Analysis

There are seven Educational Staff Associate (ESA) positions employed by school
districts: School Counselor, Psychologist, Social Worker, Nurse, Physical
Therapist, Occupational Therapist, and Speech Language Pathologist or
Audiologist. As in the case of teachers, those engaged in these activities must
be certified.

According to the Superintendent of Public Instruction, the educational
standards and certification course for these positions may be more rigorous
than that of teachers. Counselors, psychologists, social workers and speech
language pathologists/audiologists all require a Master’s degree plus passage
of a state-approved 30-hour certification course. Occupational therapists,
physical therapists, and nurses require a Bachelor’s degree plus the same 30-
hour certification course.

e . 004 (PP Full Commttee
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Solect (ommitiee on Pension Policy

The Legislative Evaluation and Accountability Program (LEAP) quantifies the
education and training requirements for these positions in what is called a mix
factor. A position with a mix factor of 1 requires a Bachelor’s degree and no
experience. In the latest School District Personnel Summary Profiles for the
2002-2003 school year, the mix factors for ESAs averaged 1.67 while the mix
factor for teachers averaged 1.58.

There appears to be no particular reason why Counselors can annualize their
salary in the same manner as teachers and librarians while other ESAs cannot.
The proposal before the SCPP is to bring consistency to the treatment of part-

time ESAs by allowing all of them to annualize their salaries so as to receive
proportionate retirement benefits.

Stakeholder Input

See attachment from the Professional Educator Standards Board dated October
29, 2002.

Options

Only one option is proposed: to allow all currently excluded part-time ESAs in

TRS 1 to annualize their salaries for determining their average final
compensation and thus receive proportionate retirement benefits.

Bill Draft

A proposed bill draft is attached.

Fiscal Note (Draft)

A draft fiscal note on the proposed bill is attached.

§CPP Full Committee
OASCPP\IOOA\I-9-04 Full\Part-time ESAs wpd

Hoverber 9.

b

004 Page3 of 3

=



STATE OF WASHINGTON
PROFESSIONAL EDUCATOR STANDARDS BOARD

Olel Capitod Building. PO. Box 47236 ¢ Olyrpia, WA 98504-7236 ¢ (360) 725-6275 & 1 1360} 580-4518
wiposh.wa.gov .

October 29, 2002

The Honorable Don Carison

Washington Statc Scnator

Chair, Joint Committce on Pension Policy
P. O. Box 40449

Otympia, WA 98504-0449

Dcar Senator Carlson:

Accordx ng to RCW 41.32.010, public school district or community collcge employees in an
instructional position cmployed less than full-time and participating in the Teachers’ Retircment
Systcm (TRS) may clect to have eamable compensation defined as the compensation the
member would have reccived in the samc position if employed on a regular full-time basis for

, the same contract period. This is for the purpose of calculating retirement benefits to ensure that
members who reccive fractional service credit under RCW 41.32.270 receive benefits
proportional to those reccived by membcers who have received full-time service credit. The
RCW defines “instructional position”, however, as a position in which morc than seventy-five
percent of the member’s time is spent as a classroom instructor, (including office hours), a
librarian, or a school counselor. ESAs typically spend morc than 75% of their day in direct
contact with students, just not as “classroom instructors™ as required by the current statute.

The Professional Educator Standards Board adviscs state policymakers on issues affecting
certificd Washington cducators, including certificd educational staff associates (ESAs).

Through our work we've become keenly aware of the crucial role all ESAs play in supporting
student learning. In addition to the role of school counselors referenced in RCW 41.32, certified
ESAs also include school psychologists, social workers, spcech and language pathologists,
audiologists, schoo! nurses, school occupational therapists, and school physical therapists.

Morc than cver, children arrive at school doors with complex needs that arc real barricrs to
{fcarning. By addressing the physical, emotional, social and educational needs of the whole child,
ESAs make it possiblc for learning to occur. We, along with the Washington Education
Association, encourage the Joint Committee on Pension Policy to consider recommending to the
fegistaturc a change in current RCW that rccogmzes the contribution of these ESAs and expands
the definition of members eligible for this provision to include all ESAs. We roughly estimate
this provision would affect at the most 600 certified Educational Staff Associatcs, but recognize
that the Office of the State Actuary is better positioned to deternyine the truc fiscal impact of this

policy change.

&
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The Honorable Don Carlson
October 30, 2002
Pagc 2

We realize, and apologize, that this is quite late in the legislative interim process. We appreciate
the workload the JCPP has taken upon itself this interim, and hope that you can f{ind time to
address this onc small additional issue.

Sim,udy

W’ ) [;//z/(é(c .
(4 4‘{7 f@ /

Carolyn l{ dley
Chair

cc: Members of the Joint Committee on Perision Policy
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AN ACT Relating to allowng nenbers of the teachers' retirenent
system plan 1 who are enployed less than full time as psychol ogi sts,
soci al workers, nurses, physical therapists, occupational therapists,
or speech | anguage pathologists or audiologists to annualize their
salaries when calculating their average final conpensation; and
amendi ng RCW 41. 32. 010.

BE | T ENACTED BY THE LEG SLATURE OF THE STATE OF WASHI NGTON:

Sec. 1. RCWA41.32.010 and 2003 ¢ 31 s 1 are each anmended to read
as follows:

As used in this chapter, unless a different neaning is plainly
requi red by the context:

(1)(a) "Accumul ated contributions” for plan 1 nmenbers, neans the
sum of all regular annuity contributions and, except for the purpose of
wthdrawal at the tinme of retirenment, any anount paid under RCW
41.50.165(2) with regular interest thereon.

(b) "Accumul ated contributions” for plan 2 nenbers, neans the sum
of all contributions standing to the credit of a nenber in the nenber's
i ndi vi dual account, including any anount paid under RCW 41.50. 165(2),
together with the regular interest thereon.

Code Rev/LL: npbs 1 Z-0178. 1/ 05
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(2) "Actuarial equivalent" nmeans a benefit of equal value when
conputed upon the basis of such nortality tables and regul ations as
shal | be adopted by the director and regul ar interest.

(3) "Annuity" neans the noneys payable per year during life by
reason of accunul ated contri butions of a nenber.

(4) "Menber reserve" neans the fund in which all of the accunul ated
contributions of nenbers are held.

(5 (a) "Beneficiary" for plan 1 nenbers, neans any person in
receipt of a retirenment allowance or other benefit provided by this
chapter.

(b) "Beneficiary" for plan 2 and plan 3 nenbers, neans any person
in receipt of a retirenent allowance or other benefit provided by this
chapter resulting from service rendered to an enployer by another
per son.

(6) "Contract" mneans any agreenent for service and conpensation
bet ween a nenber and an enpl oyer.

(7) "Creditable service" neans nenbership service plus prior
service for which credit is allowable. This subsection shall apply
only to plan 1 nenbers.

(8) "Dependent" neans receiving one-half or nore of support froma
menber .

(9) "Disability allowance" means nonthly paynments during
disability. This subsection shall apply only to plan 1 nenbers.

(10)(a) "Earnabl e conpensation” for plan 1 nenbers, neans:

(i) Al salaries and wages paid by an enployer to an enployee
menber of the retirenment system for personal services rendered during
a fiscal year. In all cases where conpensation includes naintenance
the enpl oyer shall fix the value of that part of the conpensation not
paid in noney.

(i1) For an enployee nenber of the retirenent systemteaching in an
ext ended school year program two consecutive extended school years, as
defined by the enployer school district, may be used as the annua
period for determ ning earnable conpensation in lieu of the two fiscal
years.

(1i1) "Earnabl e conpensation” for plan 1 nenbers al so includes the
followi ng actual or inputed paynents, which are not paid for persona
servi ces:

Code Rev/LL: nos 2 Z-0178. 1/ 05
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(A) Retroactive paynents to an individual by an enployer on
reinstatenment of the enployee in a position, or paynents by an enpl oyer
to an individual in lieu of reinstatenent in a position which are
awarded or granted as the equival ent of the salary or wages which the
i ndi vidual would have earned during a payroll period shall be
consi dered earnabl e conpensation and the individual shall receive the
equi val ent service credit.

(B) If a leave of absence, w thout pay, is taken by a nenber for
t he purpose of serving as a nenber of the state | egislature, and such
menber has served in the legislature five or nore years, the salary
whi ch woul d have been received for the position fromwhich the | eave of
absence was taken shall be considered as conpensation earnable if the
enpl oyee's contribution thereon is paid by the enployee. In addition,
where a nenber has been a nenber of the state legislature for five or
nore years, earnable conpensation for the nenber's two highest
conpensated consecutive years of service shall include a sum not to
exceed thirty-six hundred dollars for each of such two consecutive
years, regardless of whether or not l|egislative service was rendered
during those two years.

(tv) For menbers enployed less than full time under witten
contract with a school district, or comunity college district, in an
i nstructional position, for which the nenber receives service credit of
| ess than one year in all of the years used to determ ne the earnable
conpensation used for conputing benefits due under RCW 41.32.497,
41.32.498, and 41.32.520, the nenber nmay elect to have earnable
conpensation defined as provided in RCW41. 32. 345. For the purposes of
this subsection, the term"instructional position” neans a position in
whi ch nore than seventy-five percent of the nenber's tine is spent as
a classroom instructor (including office hours), a Ilibrarian, a
psychologist, a social worker, a nurse, a physical therapist, an
occupational therapist, a speech |anguage pathologist or audi ol ogist,
or a counselor. Earnable conpensation shall be so defined only for the
pur pose of the calculation of retirenent benefits and only as necessary
to insure that nenbers who receive fractional service credit under RCW
41.32.270 receive benefits proportional to those received by nenbers
who have received full-tinme service credit.

(v) "Earnabl e conpensation"” does not include:

Code Rev/LL: npbs 3 Z-0178. 1/ 05
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(A) Remuneration for wunused sick |eave authorized under RCW
41. 04. 340, 28A. 400.210, or 28A. 310.490;

(B) Renmuneration for unused annual |eave in excess of thirty days
as aut horized by RCW43.01. 044 and 43. 01. 041.

(b) "Earnable conpensation” for plan 2 and plan 3 nenbers, neans
salaries or wages earned by a nenber during a payroll period for
personal services, including overtine paynents, and shall include wages
and sal ari es deferred under provisions established pursuant to sections
403(b), 414(h), and 457 of the United States Internal Revenue Code, but
shal | exclude | unp sum paynents for deferred annual sick |eave, unused
accunul ated vacation, unused accunul ated annual |eave, or any form of
severance pay.

"Earnabl e conpensation” for plan 2 and plan 3 nmenbers al so includes
the foll owi ng actual or inputed paynents which, except in the case of
(b)(ii)(B) of this subsection, are not paid for personal services:

(1) Retroactive paynents to an individual by an enployer on
reinstatenment of the enployee in a position or paynents by an enpl oyer
to an individual in lieu of reinstatenent in a position which are
awarded or granted as the equival ent of the salary or wages which the
i ndividual would have earned during a payroll period shall be
consi dered earnabl e conpensation, to the extent provided above, and the
i ndi vi dual shall receive the equivalent service credit.

(1i) In any year in which a nenber serves in the |legislature the
menber shall have the option of having such nenber's earnable
conpensati on be the greater of:

(A) The earnable conpensation the nenber would have received had
such nenber not served in the legislature; or

(B) Such nenber's actual earnable conpensation received for
teaching and legislative service conbined. Any additional
contributions to the retirenent system required because conpensation
earnable under (b)(ii)(A) of this subsection is greater than
conpensati on earnabl e under (b)(ii)(B) of this subsection shall be paid
by the nenber for both nenber and enpl oyer contributions.

(11) "Enpl oyer" neans the state of Washington, the school district,
or any agency of the state of Washi ngton by which the nenber is paid.

(12) "Fiscal year" neans a year which begins July 1st and ends June
30th of the follow ng year.

Code Rev/LL: npbs 4 Z-0178. 1/ 05
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(13) "Former state fund® neans the state retirenent fund in
operation for teachers under chapter 187, Laws of 1923, as anended.

(14) "Local fund" neans any of the local retirenent funds for
teachers operated in any school district in accordance with the
provi sions of chapter 163, Laws of 1917 as anended.

(15) "Menber" neans any teacher included in the nenbership of the
retirenent system Also, any other enpl oyee of the public schools who,
on July 1, 1947, had not elected to be exenpt from nenbershi p and who,
prior to that date, had by an authorized payroll deduction, contributed
to the nmenber reserve.

(16) "Menbership service" nmeans service rendered subsequent to the
first day of eligibility of a person to nenbership in the retirenent
system PROVI DED, That where a nenber is enployed by two or nore
enpl oyers the individual shall receive no nore than one service credit
nmont h during any cal endar nonth in which nmultiple service is rendered.
The provisions of this subsection shall apply only to plan 1 nenbers.

(17) "Pension" neans the noneys payable per year during life from
t he pension reserve.

(18) "Pension reserve" is a fund in which shall be accunul ated an
actuarial reserve adequate to neet present and future pension
liabilities of the systemand fromwhich all pension obligations are to
be pai d.

(19) "Prior service" nmeans service rendered prior to the first date
of eligibility to menbership in the retirement systemfor which credit
is allowable. The provisions of this subsection shall apply only to
pl an 1 nenbers.

(20) "Prior service contributions" neans contributions nade by a
menber to secure credit for prior service. The provisions of this
subsection shall apply only to plan 1 nenbers.

(21) "Public school"” nmeans any institution or activity operated by
the state of Washington or any instrunmentality or political subdivision
t hereof enploying teachers, except the University of Wshington and
Washi ngton State University.

(22) "Regular contributions” means the anmounts required to be
deducted fromthe conpensation of a nenber and credited to the nenber's
i ndi vidual account in the nmenber reserve. This subsection shall apply
only to plan 1 nenbers.

Code Rev/LL: nos 5 Z-0178. 1/ 05
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(23) "Reqgular interest” neans such rate as the director may
det erm ne.

(24)(a) "Retirenent allowance" for plan 1 nenbers, neans nonthly
paynents based on the sum of annuity and pension, or any optional
benefits payable in lieu thereof.

(b) "Retirenment allowance" for plan 2 and plan 3 nenbers, neans
monthly paynments to a retiree or beneficiary as provided in this
chapter.

(25) "Retirement systemi neans the Washington state teachers’
retirement system

(26)(a) "Service" for plan 1 nenbers neans the tine during which a
menber has been enpl oyed by an enpl oyer for conpensation.

(1) I'f a menber is enployed by two or nore enpl oyers the individual
shal |l receive no nore than one service credit nonth during any cal endar
month in which multiple service is rendered.

(1i1) As authorized by RCW 28A.400.300, up to forty-five days of
sick leave may be creditable as service solely for the purpose of
determning eligibility to retire under RCW 41. 32. 470.

(ti1) As authorized in RCWA41.32. 065, service earned in an out-of -
state retirenent systemthat covers teachers in public schools my be
applied solely for the purpose of determning eligibility to retire
under RCW 41. 32. 470.

(b) "Service" for plan 2 and plan 3 nenbers, neans periods of
enpl oynent by a nenber for one or nore enployers for which earnable
conpensation is earned subject to the follow ng conditions:

(i) A nmenber enployed in an eligible position or as a substitute
shall receive one service credit nonth for each nonth of Septenber
t hrough August of the following year if he or she earns earnable
conpensation for eight hundred ten or nore hours during that period and
is enployed during nine of those nonths, except that a nmenber may not
receive credit for any period prior to the nenber's enploynent in an
eligible position except as provided in RCW41. 32. 812 and 41. 50. 132;

(ii) I'f a nmenber is enployed either in an eligible position or as
a substitute teacher for nine nonths of the twelve nonth period between
Septenber through August of the followng year but earns earnable
conpensation for less than eight hundred ten hours but for at |east six
hundred thirty hours, he or she will receive one-half of a service
credit nmonth for each nonth of the twelve nonth period;

Code Rev/LL: npbs 6 Z-0178. 1/ 05
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(tit) Al other nenbers in an eligible position or as a substitute
teacher shall receive service credit as foll ows:

(A) A service credit nonth is earned in those cal endar nonths where
earnabl e conpensation is earned for ninety or nore hours;

(B) A half-service credit nonth is earned in those cal endar nonths
where earnable conpensation is earned for at |east seventy hours but
| ess than ninety hours; and

(© A quarter-service credit nonth is earned in those cal endar
nmont hs where earnable conpensation is earned for |ess than seventy
hour s.

(1v) Any person who is a nenber of the teachers' retirenment system
and who is elected or appointed to a state elective position my
continue to be a nenber of the retirenment system and continue to
receive a service credit nonth for each of the nmonths in a state
el ective position by maki ng the required nenber contributions.

(v) Wen an individual is enployed by two or nore enployers the
i ndi vidual shall only receive one nonth's service credit during any
cal endar nonth in which multiple service for ninety or nore hours is
render ed.

(vi) As authorized by RCW 28A.400.300, up to forty-five days of
sick leave may be creditable as service solely for the purpose of
determning eligibility to retire under RCW41. 32.470. For purposes of
plan 2 and plan 3 "forty-five days" as used in RCW 28A.400. 300 is equal
to two service credit nonths. Use of |ess than forty-five days of sick
| eave is creditable as allowed under this subsection as foll ows:

(A) Less than el even days equals one-quarter service credit nonth;

(B) Eleven or nore days but less than twenty-two days equal s one-
hal f service credit nonth;

(© Twenty-two days equals one service credit nonth;

(D) More than twenty-two days but less than thirty-three days
equal s one and one-quarter service credit nonth;

(E) Thirty-three or nore days but less than forty-five days equal s
one and one-half service credit nonth.

(vii) As authorized in RCWA41.32.065, service earned in an out-of -
state retirenment systemthat covers teachers in public schools may be
applied solely for the purpose of determning eligibility to retire
under RCW 41. 32. 470.

Code Rev/LL: npbs 7 Z-0178. 1/ 05
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(viii) The departnment shall adopt rules inplenmenting this
subsecti on.

(27) "Service credit year" neans an accunmulation of nonths of
service credit which is equal to one when divided by twel ve.

(28) "Service credit nonth" nmeans a full service credit nonth or an
accunul ation of partial service credit nonths that are equal to one.

(29) "Teacher"™ neans any person qualified to teach who is engaged
by a public school in an instructional, adm nistrative, or supervisory
capacity. The termincludes state, educational service district, and
school district superintendents and their assistants and all enpl oyees
certificated by the superintendent of public instruction; and in
addition thereto any full time school doctor who is enployed by a
public school and renders service of an instructional or educationa
nat ur e.

(30) "Average final conpensation” for plan 2 and plan 3 nenbers,
means the nenber's average earnable conpensation of the highest
consecutive sixty service credit nonths prior to such nmenber's
retirenment, termnation, or death. Periods constituting authorized
| eaves of absence may not be used in the cal cul ation of average final
conpensati on except under RCW41.32.810(2).

(31) "Retiree" neans any person who has begun accruing a retirenent
al l omance or other benefit provided by this chapter resulting from
service rendered to an enployer while a nenber.

(32) "Departnent" neans the departnent of retirenent systens
created in chapter 41.50 RCW

(33) "Director” neans the director of the departnent.

(34) "State elective position" nmeans any position held by any
person el ected or appointed to statewide office or el ected or appointed
as a menber of the |egislature.

(35) "State actuary" or "actuary" neans the person appointed
pursuant to RCW 44. 44.010(2).

(36) "Substitute teacher" neans:

(a) A teacher who is hired by an enployer to work as a tenporary
teacher, except for teachers who are annual contract enployees of an
enpl oyer and are guaranteed a m ni mrum nunber of hours; or

(b) Teachers who either (i) work in ineligible positions for nore
t han one enployer or (ii) work in an ineligible position or positions
together with an eligible position.

Code Rev/LL: npbs 8 Z-0178. 1/ 05
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(37)(a) "Eligible position" for plan 2 nmenbers from June 7, 1990,
t hrough Septenber 1, 1991, neans a position which normally requires two
or nore uninterrupted nonths of creditable service during Septenber
t hrough August of the follow ng year.

(b) "Eligible position" for plan 2 and plan 3 on and after
Septenber 1, 1991, neans a position that, as defined by the enployer,
normally requires five or nore nonths of at |east seventy hours of
ear nabl e conpensation during Septenber through August of the foll ow ng
year.

(c) For purposes of this chapter an enployer shall not define
"position” in such a manner that an enployee's nonthly work for that
enpl oyer is divided into nore than one position.

(d) The elected position of the superintendent of public
instruction is an eligible position.

(38) "Plan 1" neans the teachers' retirenment system plan 1
providing the benefits and funding provisions covering persons who
first becanme nenbers of the systemprior to Cctober 1, 1977.

(39) "Plan 2" neans the teachers' retirenment system plan 2
providing the benefits and funding provisions covering persons who
first becane nenbers of the system on and after COctober 1, 1977, and
prior to July 1, 1996.

(40) "Plan 3" neans the teachers' retirenent system plan 3
providing the benefits and funding provisions covering persons who
first becone nenbers of the system on and after July 1, 1996, or who
transfer under RCW 41. 32. 817.

(41) "Index" neans, for any calendar year, that year's annual
average consuner price index, Seattle, Washington area, for urban wage
earners and clerical workers, all itens conpiled by the bureau of |abor
statistics, United States departnent of |abor.

(42) "Index A" neans the index for the year prior to the
determ nation of a postretirenent adjustnent.

(43) "I ndex B" nmeans the index for the year prior to index A

(44) "Index year" neans the earliest calendar year in which the
index is nore than sixty percent of index A

(45) "Adjustnent ratio" neans the value of index A divided by index
B

(46) "Annual increase" neans, initially, fifty-nine cents per nonth

Code Rev/LL: npbs 9 Z-0178. 1/ 05
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per year of service which anmount shall be increased each July 1st by
three percent, rounded to the nearest cent.

(47) "Menber account” or "nmenber's account” for purposes of plan 3
means the sumof the contributions and earnings on behalf of the nenber
in the defined contribution portion of plan 3.

(48) "Separation from service or enploynent” occurs when a person
has term nated all enploynent with an enpl oyer.

(49) "Enployed" or "enployee" neans a person who is providing
services for conpensation to an enployer, unless the person is free
fromthe enployer's direction and control over the performance of work.
The departnment shall adopt rules and interpret this subsection
consistent wth common | aw.

~-- END ---
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FISCAL NOTE

REQUEST NO.
RESPONDING AGENCY: CODE: DATE: BILL NUMBER:
Office of the State Actuary 035 10/27/104  2-0178.1/2-0179.1

SUMMARY OF BILL:

This bill impacts the Teachers’ Retirement System (TRS) Plan 1 by allowing Certified Educational Staff
Associates (ESAs) to annualize their salaries when calculating their average final compensation so they
may receive proportionate retirement benefits.

Effective Date: 90 days after session

CURRENT SITUATION:

Current TRS 1 statutes allow less-than-full-time members who spend more than seventy-five percent of
their time as classroom instructors, librarians or counselors to annualize their salaries upon retirement so
as to receive proportionate retirement benefits. School counselors are Certified ESAs, and are the only
category of ESAs allowed to annualize their salaries in the same manner as teachers and librarians. Other
categories of ESAs (not allowed to annualize their salaries) include Psychologists, Social Workers, Nurses,
Physical Therapists and Speech Language Pathologists or Audiologists.

MEMBERS IMPACTED:

We estimate that 30 TRS 1 active members out of the total 11,175 active members of this system would be
affected by this bill because they are in the category of ESA that would be added and they earned less
than a full year of service in the most recent year.

We estimate that for a typical member impacted by this bill, the increase in benefits would be to double
their benefit (based on annualizing their pay using their service credit - the actual annualizing could be
different). These 30 members currently have 14.0 years of service and estimated average final
compensation of $31,133 and a benefit of $8,717 before this change. After this change their estimated
average final compensation would be $50,261 and their current benefit would increase to $14,073.

ASSUMPTIONS:

In absence of individual member data we assumed that the member's pay would increase in proportion to
their fractional service credit. In other words, a member who currently receives half a year of service credit
would have their average final compensation doubled for this purpose. The average valuation years of
service for the group was 0.62, so their average compensation would increase by 1/0.62, or 61.29%.
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FISCAL IMPACT:
Actuarial Determinations:

The bill will impact the actuarial funding of the system by increasing the present value of benefits payable
under the System and the required actuarial contribution rate as shown below:

: Teachers Retirement System Plan 1
(Dollars in Millions) Current Increase Total

Actuarial Present Value of Projected Benefits $10,767 $1.9 $10,769
(The Value of the Total Commitment to all Current Members)

Unfunded Actuarial Accrued Liability $1,416 $1.9 $1.418
(The Portion of the Plan 1 Liability that is Amortized at 2024)

Unfunded Liability (PBO) $1,121 $1.5 $1,123
(The Value of the Total Commitment to all Current Members
Attributable to Past Service)

Increase in Contribution Rates:
Employee N/A
Employer State 0.0037%

Fiscal Budget Determinations:

None. The estimated increase in the required employer contribution rate is less than .005% and therefore
will not round up to the minimum increase of .01%.
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STATEMENT OF DATA AND ASSUMPTIONS USED IN PREPARING THIS FISCAL NOTE:

- The costs presented in this fiscal note are based on our understanding of the bill as well as generally accepted
actuarial standards of practice including the following:

1. Costs were developed using the same membership data, methods, assets and assumptions as those used in
preparing the September 30, 2003 actuarial valuation report of the Teachers' Retirement System.

2. As with the costs developed in the actuarial valuation, the emerging costs of the System will vary from those
presented in the valuation report or this fiscal note to the extent that actual experience differs from that projected
by the actuarial assumptions.

3. Additional assumptions used to evaluate the cost impact of the bill which were not used or disclosed in the
actuarial valuation report include the following: None.

4. The analysis of this bill does not consider any other proposed changes to the system. The combined effect of
several changes to the system could exceed the sum of each proposed change considered individually.

5. This fiscal note is intended for use only during the 2005 Legislative Session.

6. The funding method used for Plan 1 utilizes the Plan 2/3 employer/state rate as the Normal Cost and amortizes
the remaining liability (UAAL) by the year 2024. Benefit increases to Plan 2/3 will change the UAAL in Plan 1.
The cost of benefit increases to Plan 1 increases the UAAL.

7. Plan 2/3 utilizes the Aggregate Funding Method. The cost of Plan 2/3 is spread over the average working
lifetime of the current active Plan 2/3 members.

GLOSSARY OF ACTUARIAL TERMS:

Actuarial Present Value: The value of an amount or series of amounts payable or receivable at various times,
determined as of a given date by the application of a particular set of Actuarial Assumptions (i.e. interest rate, rate of
salary increases, mortality, etc.) '

Projected Benefits: Pension benefit amounts which are expected to be paid in the future taking into account such
items as the effect of advancement in age as well as past and anticipated future compensation and service credits.

Normal Cost: Computed differently under different funding methods, the normal cost generally represents the
portion of the cost of projected benefits allocated to the current plan year.

Unfunded Actuarial Accrued Liability (UAAL): The cost of Plan 1 is divided into two pieces:

¢ The Normal Cost portion is paid over the working lifetime of the Plan 1 active members. The remaining cost is
called the UAAL. _ _

* The UAAL is paid for by employers as a percent of the salaries of all plan 1, 2 and 3 members until the year
2024.

Pension Benefit Obligation (PBO): The portion of the Actuarial Present Value of future benefits attributable to
service credit that has been earned to date (past service).

Unfunded Liability (Unfunded PBO): The excess, if any, of the Pension Benefit Obligation over the Valuation
Assets. This is the portion of all benefits eamed to date that are not covered by plan assets.

3 O:\Fiscal Notes\2005\2-Drafts\Z-0178.1.wpd



Select Committee on Pension Pollcy
Age 7072 and Opt-in/Opt-out

(October 27, 2004)

Subgroup Proposal Allow members of PERS, SERS, and TRS who
have attained age 70% to retire and return to
work without restriction. Such individuals
would continue to draw a salary but would cease
active membership in their plans and would no
longer accumulate service credit. The provision
would not apply to state elected officials unless
they leave elected office or are reelected after the
effective date of the act.

Also allow members of TRS Plans 2 and 3,
SERS, and PERS holding state elective office the
option, at the beginning of each term of office, to
continue active membership or to retire and
begin receiving their retirement allowance

Staff Robert Wm. Baker, Senior Research Analyst
(360) 586-9237

Members Impacted This proposal would impact all PERS, SERS, and
TRS members who desire to work beyond age
70Y%, and all members of PERS, SERS, and TRS
2/3 who hold state elective office.

As of the 2003 valuation there were 502 vested
members of PERS, SERS, and TRS who were still
working at age 70%.

At last count there were 139 state elective
officials who were plan members without other
public employment.

§CPP Full (ommittee
OASCPPA2O04\I1-8-04 Full\AgeT0.5 - Opt-fn Opt-out vupd

Hovember 9. 2004 Page10f3



Solert (ommitiee on Pension Policy

Current Situation After separating from employment for one
month, PERS and SERS retirees may return to
work for up to 867 hours in a calendar year
before their benefit is suspended. PERS 1
retirees who separated for 3 months may return
to work for up to 1,500 hours in a calendar year
before their benefit is suspended.

After separating from employment for one
month, TRS 1 retirees may return to work for up
to 1,500 hours in a school year before their
benefit is suspended. After separating from
employment for one month, TRS 2/3 retirees
may return to work for up to 867 hours in a
school year before their benefit is suspended.

State elected official members of most
Washington State Retirement Systems and plans
must separate from service in order to retire and
begin receiving their retirement benefits,
regardless of age. TRS 1 is the exception in
permitting state elected officials who are TRS 1
members, if otherwise eligible, to begin receiving
their retirement benefit while serving in state
elective office. The LEOFF 1 Plan also allows
retired members to work for any non-LEOFF
employer without a reduction of their benefits.

History

During the 2002 Interim, the Joint Committee on Pension Policy (JCPP)
forwarded companion bills SB 5093 and HB 1209 to the 2003 legislature.
These bills would have allowed members of PERS, SERS, and TRS Plans 1, 2
and 3 who have attained age 70'% and meet the vesting requirements of their
plan to apply for retirement benefits without requiring that they separate from
service. Such retirees would not be allowed to continue to make contributions
and earn service credit. The bill passed in the Senate but did not receive a
hearing in the House.

SCPP Full Committee
0-\SCPP\2004\11-9-04 Full\Agel0.5 - Gpt-in Opt-ont.wpd

Noverher 9, 1004 Page 1 0f 3
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The JCPP also forwarded companion bills HB 1201 and SB 5095 to the 2003
legislature. This legislation would have allowed PERS, SERS, TRS 2/3, or
LEOFF 2 members holding state elective office the option, at the beginning of
each term of office, of continuing active membership or retiring and beginning
their retirement allowance. SB 5095 passed the Senate. HB 1201 did not
receive a hearing in the House.

Policy Analysis

The age 70% issue was originally thought to involve compliance to federal rules
mandating distribution of retirement allowances at age 70%.. When it was
discovered that those rules were optional and only applied to private plans the
state provisions were repealed. This issue has now evolved from one in which
older members may receive retirement benefits without separating from
employment, to a post-retirement employment issue where members must
separate from employment before being eligible for the benefit. This would
establish a new policy in the post-retirement employment arena adding to the
current inconsistency between the plans.

The opt-in/opt-out issue is one in which inconsistencies already exist in the
provisions of the various systems and plans. This proposal would remove
much of that inconsistency, and standardize the optional membership of
elected officials in a manner similar to existing TRS 1 provisions.

Executive Committee Recommendation

Forward the subgroup proposal to the full committee for public hearing.

Bill (Draft)

Attached

Fiscal Note (Draft)

Attached

SCPP Full Commitee
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AN ACT Relating to allowing certain members of the teachers’,
school employees', and public employees' retirement systems to return
to work without restrictions or begin receiving their retirement
allowance before separation from state elective office; amending RCW
41.32.010, 41.32.263, 41.35.030, and 41.40.023; adding a new section to
chapter 41.32 RCW; adding a new section to chapter 41.35 RCW; and
adding a new section to chapter 41.40 RCW.

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF WASHINGTON:

NEW SECTION. Sec. 1. A new section is added to chapter 41.32 RCW
to read as follows: '

A member who retires on or after attainment of age seventy and one-
half and enters employment with an employer at least one month aftef
his or her accrual date may continue to receive pension payments while
engaged in such service without restriction. The retiree is no longer
an active member and may not make contributions, or receive service
credit, for future periods of employment while receiving his or her
retirement allowance. This section does not apply to any member who is
a state elected official unless that member leaves elected office or is
reappointed or reelected after the effective date of this act.

Code Rev/LL:ads 1 Z-0195.2/05 2nd draft
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NEW SECTION. Sec. 2. A new section is added to chapter 41.35 RCW
to read as follows: '

A member who retires on or after attainment of age seventy and one-
half and enters employment with an employer at least one month after
his or her accruai date may continue to receive pension payments while
engaged in such service without restriction. The retiree is no longer
an active member and may not make contributions, or receive service
credit, for future periods of employment while receiving his or her
retirement allowance. This section does not apply to any member who is
a state elected official unless that member leaves elected office or is
reappointed or reelected after the effective date of this act.

NEW SECTION. Sec. 3. A new section is added to chapter 41.40 RCW

to read as follows:

A member who retires on or after attainment of age seventy and one-
half and enters employment with an employer at least one month after
his or her accrual date may continue to receive pension payments while
engaged in such service without restriction. The retiree is no longer
an active member and may not make contributions, or receive service
credit, for future periods of employment while receiving his or her
retirement allowance. This section does not apply to any member who is
a state elected official unless that member leaves elected office or is
reappointed or reelected after the effective date of this act. ,

Sec. 4. RCW 41.32.010 and 2003 c 31 s 1 are each amended to read
as follows:

As used in this chapter, unless a different meaning is plainly
required by the context: '

(1) (a) "Accumulated contributions"” for plan 1 members, means the
sum of all regular annuity contributions and, except for the purpose of
withdrawal at the time of retirement, any amount paid under RCW
41.50.165(2) with regular interest thereon. '

(b) "Accumulated contributions" for plan 2 members, means the sum
of all contributions standing to the credit of a member in the member's
individual account, including any amount paid under RCW 41.50.165(2),
together with the regular interest thereon.

(2) "Actuarial equivalent” means a benefit of equal wvalue when

Code Rev/LL:ads 2 Z-0195.2/05 2nd draft
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computed -upon - the basis . of such:mortality tables. and regulations::as

shéll be adopted by the director and regular interest.

(3) "Annuity" means the moneys payable per year during life by
reason of accumulated contributions of a member.

(4) "Member reserve" means the fund in which all of the accumulated
contributions of members are held. |

(5) (a) "Beneficiary" for plan 1 members, means any person in
receipt of a retirement éllowance or other benefit provided by this
chapter.

(b) "Beneficiary" for plan 2 and plan 3 members, means any person
in receipt of a retirement allowance or other benefit provided by this
chapter resulting from service rendered to an employer by another
person. ‘

(6) "Contract" means any agreement for service and compensation
between a member and an employer. |

(7) "Creditable service" means membership service plus prior
service for which credit is allowable. This subsection shall apply
only to plan 1 members.

(8) "Dependent" means receiving one-half or more of support from a

member. _
(9) "Disability allowance" means monthly payments during

“disability. This subsection shall apply only to plan 1 members.

(10) (a) "Earnable compensation" for plan 1 members, means:

(i) All salaries and wages paid by an employer to an employee
member of the retirement system for personal services rendered during
a fiscal year. In all cases where compensation includes maintenance
the employer shall fix the value of that part of the compensation not
paid in money. .

(ii) For an employee member of the retirement system teaching in an-
extended school year program, two consecutive extended school years, as
defined by the employer school district, may be used as the annual
period for determining earnable compensation in lieu of the two fiscal
years.

{(iii) "Earnable compensation" for plan 1 members also includes the
following actual or imputed payments, which are not paid for personal
services:

(A) Retroactive payments to an individual by an employer on
reinstatement of the employee in a position, or payments by an employer

Code Rev/LL:ads " 3 Z-0195.2/05 2nd draft
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to an individual in lieu of reinstatement in a position which are
awarded or granted as the equivalent of the salary or wages which the
individual would have earned during a payroll period shall be
considered earnable compensation and the individual shall receive the
equivalent service credit. _

(B) If a leave of absence, without pay, is taken by a member for
the purpose of serving as a member of the state legislature, and such
member has served in the legislature five or more years, the salary
which would have been received for the position from which the leave of
absence was taken shall be considered as compensation earnable if the
employee's contribution thereon is paid by the employee. In addition,
where a member has been a member of the state legislature for five or
more years, earnable compensation for the member's two highest
compensated consecutive years of service shall include a sum not to
exceed thirty-six hundred dollars for each of such two consecutive
years, regardless of whether or not legislative service was rendered
during those two years.

(iv) For members employed less than full time under written
contract with a school district, or community college district, in an
instructional position, for which the member receives service credit of

-less than one year in all of the years used to determine the earnable

compensation used for computing benefits due under RCW 41.32.497,
41.32.498, and 41.32.520, the member may elect to have earnable
compensation defined as provided in RCW 41.32.345. For the purposes of
this subsection, the term "instructional position" means a position in
which more than seventy-five percent of the member's time is spent as
a classroom instructor (including office hours), a librarian, or a
counselor. Earnable compensation shall be so defined only for the
purpose of the calculation of retirement benefits and only as necessary
to insure that members who receive fractional service credit under RCW
41.32.270 receive benefits proportional to those received by members
who have received full-time service credit.

(v) "Earnable compensatidn" does not include:

(A) Remuneration for unused sick leave authorized under RCW

41,04.340, 28A.400.210, or 28A.310.490;

(B) Remuneration for unused annual leave in excess of thirty days
as authorized by RCW 43.01.044 and 43.01.041.

Code Rev/LL:ads 4 72-0195.2/05 2nd draft



W W 1 o0 U = W DD

W W WwwwwwwwhNnnpn DN RNNDR RSB |9 B [ 3 o
O ~I & U1 b W N B O W O ~Jd 6 O i W N P O W OO JdJ 6 U & W N = o

(b) "Earnable compensation" for :plan-2 and plarr 3 members,  means
salaries or wages earned by a member during a payroll period for
personal services, including overtime payments, and shall include wages
and salaries deferred under provisions established pursuant to sections
403(b), 414(h), and 457 of the United States Internal Revenue Code, but
shall exclude lump sum payments for deferred annual sick leave, unused
accumulated vacation, unused accumulated annual leave, or any form of
severance pay.

"Earnable compensation” for plan 2 and plan 3 members also includes
the following actual or imputed payments which, except in the case of
(b) (ii) (B) of this subsection, are not paid for personal services: '

(i) Retroactive payments to an individual by an employer on
reinstatement of the employee in a position or payments by an employer
to an individual in lieu of reinstatement in a position which are
awarded or granted as the equivalent of the salary or wages which the
individual would have earned during a payroll period shall be
considered earnable compensation, to the extent provided above, and the
individual shall receive the equivalent service credit.

'(ii) In any year in which a member serves in the legislature the
member shall have the option of having such member's earnable
compensation be the greater of:

(A) The earnable compensation the member would have received had
such member not served in the legislature; or |

(B) Such member's actual earnable compensation received for
teaching and legislative service combined. Any additional
contributions to the retirement system required because CompenSation
earnable under (b) (ii)(A) of this subsection 1is greater than
compensation earnable under (b) (ii) (B) of this subsection shall be paid
by the member for both member and employer contributions.

(11) "Employer" means the state of Washington, the school district,_
or any agency of the state of Washington by which the member is paid.

(12) "Fiscal year" means a year which begins July lst and ends June
30th of the following year. . _ .

(13) "Former state fund"” means the state retirement fund in
operation for teachers under chapter 187, Laws of 1923, as amended.

(14) "Local fund" means any of the local retirement funds for
teachers operated in any school district 1in accordance with the
provisions of chapter 163, Laws of 1917 as amended.

Code Rev/LL:ads 5 ' Z-0195.2/05 2nd draft
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(15) "Member" means any teacher included in the membership of the
retirement system. Also, any other employee of the public schools who,
on July 1, 1947, had not elected to be exempt from membership and who,
prior to that date, had by an authorized payroll deduction, contributed
to the member reserve. '

(16) "Membership service" means service rendered subsequent to the
first day of eligibility of a person to membership in the retirement
system: PROVIDED, That where a member is employed by two or more
employers the individual shall receive no more than one service credit
month during any calendar month in which multiple service is rendered.
The provisions of this subsection shall apply only to plan 1 members.

(17) "Pension" means the moneys payable per year during life from
the pension reserve.

(18) "Pension reserve" is a fund in which shall be accumulated an
actuarial reserve adequate td meet present and future pension
liabilities of the system and from which all pension obligations are to
be paid.

(19) "Prior service" means service rendered prior to the first date
of eligibility to membership in the retirement system for which credit
is allowable. The provisions of this subsection shall apply only to
plan 1 members.

(20) "Prior service contributions" means contributions made by a
member to secure credit for prior service. The provisions of this
subsection shall apply only to plan 1 members. '

(21) "Public school" means aﬁy institution or activity operated by
the state of Washington or any instrumentality or political subdivision
thereof employing teachers, except the University of Washington and
Washington State University.

(22) "Regular contributions" means the amounts required to be
deducted from the compensation of a member and credited to the member's
individual account in the member reserve. This subsection shall apply
only to plan 1 members.

(23) "Regular interest" means such rate as the director may
determine.

(24) (a) "Retirement allowance" for plan 1 members, means monthly
payments based on the sum of annuity and pension, ‘or any optional
benefits payable in lieu thereof.

Code Rev/LL:ads 6 Z-0195.2/05 2nd draft
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-~ ~ath) - "Retirementnr allowance™ :for .planr2 and .plan .3 members,. means

monthly payments to a retiree or beneficiary as provided in this

chapter. ‘
(25) "Retirement system" means the Washington state teachers'

retirement system.

(26) (a) "Service" for plan 1 members means the time during which a
member has been employed by an employer for compensation.

(i) If a member is employed by two or more employers the individual
shall receive no more than one service credit month during any calendar
month in which multiple service is rendered. A '

(ii) As authorized by RCW 28A.400.300, up to forty-five days of
sick leave may be creditable as service solely for the purpose of
determining eligibility to retire under RCW 41.32.470.

(iii) As authorized in RCW 41.32.065, service earned in an out-of-
state retirement system that covers teachers in public schools may be
applied solely for the purpose of determining eligibility to retire
under RCW 41.32.470. -

(b) "Service" for plan 2 -and plan 3 members, means periods of
employment by a member for one or more employers for which earnable
compensation is earned subject to the following conditions:

(i) A member employed in an eligible position or as a substitute
shall receive one service credit month for each month of September
through August of the following year if he or she earns earnable
compensation for eight hundred ten or more hours during that period and
is employed'during nine of those months, except that a member may not
receive credit for any period prior to the member's employment in an
eligible position except as provided in RCW 41.32.812 and
41.50.132((+)) - - |

(ii) If a member is employed either in an eligible position or as
a substitute teacher for nine months of the twelve month period between

- September through August of the following year but earns earnable

compensation for less than eight hundred ten hours but for at least six
hundred thirty hours, he or she will receive one-half of a service
credit month for each month of the twelve month period((+)).
(iii) All other members in an eligible position or as a substitute
teacher shall receive service credit as follows: |
(A) A service credit month is earned in those calendar months where
earnable compensation is earned for ninety or more hours;

Code Rev/LL:ads 7 Z2-0195.2/05 2nd draft
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(B) A half—service credit month is earned in those calendar months

" where earnable compensation is earned for at least seventy hours but

1ess than ninety hours; and _

(C) A quarter-service credit month is earned in those calendar
months where earnable compensation is earned for less than seventy
hours.

(iv) Any person who is a member of the teachers' retirement system
and who is elected or appointed to a state elective position may
continue to be a member of the retirement system and continue to
receive a service credit month for each of the months in a state

‘elective position by making the required member contributions.

(v) Any member of the teachers' retirement system plan 2 or plan 3
who is elected to the state legislature has the option during a ninety-
dav period at the beginning of each term of office either to resume

membership or to end membership in the retirement system and if

otherwise eligible begin their retirement allowance. A state

legislator who choosés to end membership at the beginning of_a term of

office and begin their retirement allowance shall neither make

contributions nor earn service credit for the duration of that term.

(vi) Anv member of the teachers' retirement system plan 2 or plan

3 who is elected to a state elective position other than the state

legislature has the option during a ninety-day period at the beginning

of each term of office either to resume membership or to end membership

in the retirement system and if otherwise eligible begin their

retirement allowance. A state elected official other than a state

legislator who chooses to _end membership at the beginning of a term of

office and beqinb their retirement allowance shall neither make

contributions nor earn service credit for the duration of that term.

(vii) When an individual is employed by two or more employers the
individual shall only receive one month's service credit during any
calendar month in which multiple service for ninety or more hours is
rendered.

((+¥i+)) (viii) As authorized by RCW 28A.400.300, up to forty-five
days of sick leave may be creditable as service solely for the purpose
of determining eligibility to retire under RCW 41.32.470. For purposes
of plan 2 and plan 3 "forty-five days" as used in RCW 28A.400.300 is
equal to two service credit months. Use of less than forty-five days

Code Rev/LL:ads 8 Z2-0195.,2/05 2nd draft
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of :sick leave - is~ creditable -as-~allowed. under -:this. . subsection - as

follows:
(A) Less than eleven days equals one-quarter service credit month;

(B) Eleven or more -days but less than twenty-two days equals one-
half service credit month; |

(C) Twenty-two days equals one service credit month;

(D) More than twenty-two days but less than thirty-three days
equals one and one-quarter service credit month;

(E) Thirty-three or more days but less than forty-five days equals
one and one-half service credit month. .

((4%3+33)) (ix) As authorized in RCW 41.32.065, serviée-earned in an
out-of-state retirement system that covers teachers in public schools
may be applied solely for the purpose of determining eligibility to
retire under RCW 41.32.470.

((4#i34))) (%) The department shall adopt rules implementing this
subsection. '

(27) "Service credit year" means an accumulation of months of
service credit which is equal to one when divided by twelve.

(28) "Service credit month" means a full service credit month or an
accumulation of partial service credit months that are equal to one.

(29) "Teacher" means any person qualified to teach who is engaged
by a public school in an instructional, administrative, or supervisory
capacity. The term includes state, educational service district, and
school district superintendents and their assistants and all employees
certificated by the superintendent of public instruction; and in
addition thereto any full time school doctor who is employed by a
public school and renders service of an inétructional or .educational
nature. '

(30) "Average final compensation" for plan 2 and plan 3 members,
means the member's average earnable compensation of the highest
consecutive sixty service credit months prior to such member's
retirement, termination, or death. Periods constituting authorized
leaves of absence may not be used in the calculation of average final
compensation except under RCW 41.32.810(2).

(31) "Retiree" means any person who has begun accruing a retirement
allowance or other benefit provided by this chapter resulting from
servige rendered to an employer while a member.

Code Rev/LL:ads ' 9 2-0195.2/05 2nd draft
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(32) "Department"” means the department of retirement ‘systems
created in chapter 41.50 RCW.

(33) "Director" means the director of the department.

(34) "State elective position" means any position held by any
person elected or appointed to statewide office or elected or appointed
as a member of the legislature. '

(35) "State actuary" or "actuary" means -the person appointed
pursuant to RCW 44.44.010(2).

(36) "Substitute teacher" means:

(a) A teacher who is hired by an employer to work as a temporary
teacher, except for teachers who are annual contract employees of an
employer and are guaranteed a minimum number of hours; or

(b) Teachers who either (i) work in ineligible positions for more
than one employer or (ii) work in an ineligible position or positions
together with an eligible position.

(37) (a) "Eligible position" for plan 2 members from June 7, 1990,
through September 1, 1991, means a position which normally requires two
or more uninterrupted months of creditable service during September
through August of the following year. ‘ '

(b) "Eligible position" for plan 2 and plan 3 on and after
September 1, 1991, means a position that, as defined by the employer,
normally requires five or more months of at least séventy hours of
earnable compensation during September through August of the following
year.

(c) For purposes of this chapter an employer shall not define
"position" in such a manner that an employee's monthly work for that
employer is divided into more than one position.

(d) The elected position of the superintendent of public
instruction is an eligible position.

(38) "Plan 1" means the teachers' retirement system, plan 1
providing the benefits and funding provisions covering persons who
first became members of the system prior to October 1, 1977.

(39) "Plan 2" means the teachers' retirement system, plan 2
providing the benefits and funding provisions covering persons who
first became members of the system on and after October 1, 1977, and
prior to July 1, 199e.

(40) "Plan 3" means the teachers' retirement system, plan 3

Code Rev/LL:ads 10 Z2-0195,2/05 2nd draft
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-providing - the: benefits :and:funding: provisions. covering  persons who

first become members of the system on and after July 1, 1996, or who
transfer under RCW 41.32.817. '

(41) "Index" means, for any calendar year, that year's annual
average consumer price index, Seattle, Washington area, for urban wage
earners and clerical workers, all items compiled by the bureau of labor
statistics, United States department of labor.

(42) "Index A" means the index for the vyear prior to the
determination of a postretirement adjustment.

(43) "Index B" means the index for the year prior to index A.

(44) "Index year" means the earliest calendar year in which the
index is more than sixty percent of index A.

(45) "Adjustment ratio” means the value of index A divided by index
B.

(46) "Annual increase" means, initially, fifty-nine cents per month
per year of service which amount shall be increased each July 1lst by
three percent, rounded to the nearest cent.

(47) "Member account" or "member's account" for purposes of plan 3
means the sum of the contributions and earnings on behalf of the member
in the defined contribution portion of plan 3.

(48) "Separation from service or employment” occurs when a person
has terminated all employment with an employer.

. (49) "Employed" or "employee" means a person who is providing
services for compensation to an employer, unless the person is free
from the employer's direction and control over the performance of work.
The department shall adopt rules and interpret this subsection

consistent with common law.

- Sec. 5. RCW'41.32.263 and 1991 ¢ 35 s 41 are each amended to read
as follows: |

A member of the retirement system who is a member of the state
legislature or a state official eligible for the combined pension and
annuity provided by RCW 41.32.497((+)) or 41.32.498((—as—now—e¥r
hereafter—amended)) shall have deductions taken from his or her salary
in the amount of seven and one-half percent of earnable compensation
and that service credit shall be established with the retirement system
while such deductions are reported to the retirement system, unless he
or she has by reason of his or her employment become a contributing
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 member of another public retirement system in the state of Washington.

Such elected official who has retired or otherwise terminated his or
her public school service may then elect to terminate his or her
membership in the retirement system and receive retirement benefits
while continuing to serve as an elected official. A member of the
retirement system who had previous service as an elected or appointed
officiai, for which he or she did not contribute to the retirement
system, may receive credit for such leglslatlve serv1ce unless he or
she has received credit for that service in another state retirement
system, upon making contributions in such amounts as shall be
determined by the ((beard—ef—trustees)) director.

Sec. 6. RCW 41.35.030 and 2003 ¢ 157 s 2 are each amended to read
as follows:

Membership in the retirement system shall consist of all regularly
compensated classified employees and appointive and elective officials
of employers, as defined in this chapter, with the following
exceptions:

(1) Persons in ineligible positions;

(2) (a) Persons holding elective offices or persons appointed
directly by the governor: PROVIDED, That such persons shall have the
option of applying for membership during such periods of employment:
AND PROVIDED FURTHER, That any persons holding or who have held
elective offices or persons appointed by the governor who are members
in the retirement system and who have, prior to becoming such members,
previously held an elective office, and did not at the start of such
initial or successive terms of office exercise their option to become
members, may apply for membership to be effective during such term or
terms of office, and shall be allowed to establish the service credit
applicable to such term or terms of office upon payment of the employee
contributions therefor by the employee with interest as determined by
the director and employer contributions therefor by the employer or
employee with interest as determined by the director: AND PROVIDED
FURTHER, That all contributions with interest submitted by the employee
under this subsection shall be placed in the employee's individual
account in the employee's savings fund and be treated as any other
contribution made by the employee, with the exception that any
contributions submitted by the employee in payment of the employer's
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‘obligation, - together with:the interest therdireétorwmay applyvto the
~employer's contribution, shall not be -considered part of the member's

annuity for any purpose except withdrawal of contributions;

(b) A member holding elective office other than state elective
office who has elected to apply for membership pursuant to (a) of this
subsection and who later ((wishes—te—be)) is eligible for a retirement
allowance shall have the option of ending his or her membership in the
retirement system. A member ((wishing—te—end)) ending his or her
membership under this subsection must file on a form supplied by the
department a statement indicating that the member agrees to irrevocably
abandon any claiin for service for future periods served as an elected
official. A member who receives more than fifteen thousand dollars per
year in compensation for his or her elective service, adjusted annually
for inflation by the director, is not eligible for the option provided
by this subsection (2) (b);

(c) Any member of the school employees' retirement system plan 2 or
plan 3 who is elected to the state legislature has the option during a
ninety-day period at the beginning of each term of office either to

resume membership or to end membership in the retirement system and if

otherwise. eligible begin their retirement -allowance. A state

legislator who chooses to end membership at the beginning of a term of

office and beqgin their retirement allowance shall neither make

contributions nor earn service credit for the duration of that term;

(d) Any member of the school employees' retirement system plan 2 or

plan 3 who is elected to a state elective position other than the state
legislature has the option during a ninety-day period at the beginning
of each term of office either to resume memberéhip or to end membership

in the retirement>_svstem and if otherwise eligible begin their

retirement allowance. A state elected official other than a state

legiSlator who chooses to end membership at the beginning of a term of

office and begin their retirement allowance shall neither make

contributions nor earn service credit for the duration of that term;
(3) Retirement system retirees: PROVIDED, That following

reemployment in an eligible position, a retiree may elect to
prospectively become a member of the retirement system if otherwise
eligible; _ .

(4) Persons enrolled in state-approved apprenticeship programs,
authorized under chapter 49.04 RCW, and who are employed by employers.
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to earn hours to'complete such apprenticeship programs, if the employee
is a member of a ‘union-sponsored retirement plan and is making
contributions to such a retirement plan or 1f the employee is a member
of a Taft-Hartley retirement plan;

(5) Persons rendering professional services to an employer on a
fee, retainer, or contract basis or when the income from these services
is less than fifty percent of the gross income received from the
person's practice of a profession;

| (6) Substitute employees, except for the purposes of the purchase
of service credit under rcw 41.35.033. Upon the return or termination
of the absent employee a substitute employee is replacing, that
substitute employee shall no longer be ineligible wunder this

subsection;
(7) Employees who (a) are not citizens of the-United States, (b) do

not reside in the United States) and (c) perform duties outside of the

United States;

(8) Employees who (a) are not citizens of the United States, (b)
are not covered by chapter 41.48 RCW, (c) are not excluded from
membership under this chapter or chapter 41.04 RCW, (d) are residents
of this state, and (e) make an irrevocable election to be excluded from
membership, in writing, which is submitted to the director within
thirty days after employment in an eligible position;

(9) Employees who are citizens of the United States and who reside
and perform duties for an employer outside of the United States:
PROVIDED, That unless otherwise excluded under this chapter or chapter

41.04 RCW, the employee may apply for membership (a) within thirty days

after employment in an eligible position and membership service credit
shall be granted from the first day of membership service, and (b)
after this thirty-day period, but membership service credit shall be
granted only if payment is made for the noncredited membership service
under RCW 41.50.165(2), otherwise service shall be from the date of
application. |

Sec. 7. RCW 41.40.023 and 2001 ¢ 37 s 1 are each amended to read
as follows:

Membership in the retirement system shall consist of all regularly
compensated employees and appointive and elective officials of
employers, as defined in this chapter, with the following exceptions:
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(2) Employees Of  the" legislature except the officers thereof
elected by the members of the "senate .and the house and legislative
committees, unless membership of such employees be authorized by the
said committee; ' |

(3) (a) Persons holding elective offices or persons appointed
directly by the governor: PROVIDED, That such persons shall have the
option of applying for membership during such periods of employment:
AND 'PROVIDED FURTHER, That any persons holding or who have held
electiﬁe offices or persons'appdinted by the governor who are members
in the retirement system and who have, prior to becoming such members,
previously held an elective office, and did not at the start of such
initial or successive terms of office exercise their option to become
members, may apply for membership to be effective during such term or
terms of office, and shall be allowed to establish the service credit
applicable to such term or terms of office upon payment of the employee
contributions therefor by the employee with interest as determined by
the director and employer contributions therefor by the employer or
employee with interest as determined by the director: AND PROVIDED
FURTHER, That all contributions with interest submitted by the employee
under this subsection shall be placed in the employee's individual
account in the employee's savings fund and be treated as any other
contribution made by the employee, with the exception that any
contributions submitted by the employee in payment of the employer's
obligation, together with the interest the director may apply to the
employer's contribution, shall not be considered part of the member's
annuity for any purpose except withdrawal of contributions;

(b) A member holding elective office other than state elective
office who has elected to apply for membership pursuant to (a) of this
subsection and who later ((wishes—te—be)) is eligible for a retirement
allowance shall have the option of ending his or her membership in the
retirement system. A member ((wishé&g—%e—eﬁd)) ending his or her
membership under this subsection must file, on a form supplied by the
department, a statement indicating that the member agrees to
irrevocably abandon any claim for service for future periods served as
an elected official. A member who receives more than fifteen thousand
dollars per year in compensation for his or her elective service,
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adjusted annually for inflatioh by the director,.is not eligible for
the option provided by this subsection (3) (b);.
(c) Any member of the public emplovees' retirement system who is

‘elected to the state legislature has the option during a ninety-day

period at the beginning of each term of office either to resume
membership or to end membership in the retirement system and if

otherwise eligible beqin their retirement alloWance. A state
legislator who chooses to end membership at the beginning of a term of
office and begin their retirement allowance shall neither make

contributions nor earn service credit for the duration of that term;
(d) Any member of the public emplovees' retirement system who is
elected to a state elective position other than the state legislature
has the option during a ninety-day period at the beginning of each term
of office either to resume membership or to end membership in the
retirement system and if otherwise eligible begin their retirement
allowance. A state elected official other than a state legislator who
chooses to end membership at the beginning of a term of office and
begin their retirement allowance shall neither make contributions nor

earn service credit for the duration of that term;
(4)'Employees holding membership in, or receiving pension benefits

under, .any retirement plan operated wholly or in part by an agency of
the state or political subdivision thereof, or who are by reason of
their current employment contributing to or otherwise establishing the
right to receive benefits from any such retirement plan except as
follows:

(a) In any case where the retirement system has in existence an
agreement with another retirement system in connection with exchange of
service credit or an agreement whereby members can retain service
credit in more than one system, such an employee shall be allowed
membership rights should the agreement so provide;

(b) An employee shall be allowed membership if otherwise eligible
while receiving survivor's benefits; _

(c) An employee shall not either before or after June 7, 1984, be
excluded from membership or denied service credit pursuant to this
subsection solely on account of: (i) Membership in the plan created
under chapter 2.14 RCW; or (ii) enrollment wunder the relief and
compensation provisions or the pension provisions of the volunteer fire
fighters' relief and pension fund under chapter 41.24 RCW;

Code Rev/LL:ads 16 2-0195.2/05 2nd draft



O o J o O &= W N -

10

11

12
13
14
15
16
17
18
19
20

21
22
23
24
25
26
27
28
29
30
31

132

33

34

35

36

37

38

(d) Except asiprovided-in-RCW=:4T1.40.109, on-or after Juiy 25, 1999,
an employee shall not be excluded from membership or denied service
credit pursuant to this subsection solely on account of participation
in a defined contribution pension plan qualified under section 401 of
the internal revenue code; .

(e) EmplOyees who have been reported in the retirement system prior
to July 25, 1999, and who participated during the same period of time
in a defined contribution pension plan qualified under section 401 of
the internal revenue code and operated wholly or in part by the
employer, shall not be excluded from previous retirement system
membership and service credit on account of such participation;

(5) Pafient and inmate help in state charitable, penal, and
correctional institutions; .

(6) "Members" of a state veterans' home or state soldiers' home;

(7) Persons employed by an institution of higher 1learning or
community college, primarily as an incident to and in furtherance of
their education or training, or the education.or training of a spouse;

(8) Employees of an institution of higher learning or community
college during the period of service necessary to establish'eligibility
for membership in the retirement plans operated by such institutions;

(9) Persons rendering professional services to an employer on a
fee, retainer, or contract basis or when the income from these services
is less than fifty percent of the gross income received from the
person's practice of a profession;

(10) Persons appointed after April 1, 1963, by the liquorlcontrol
board as agency vendors;

(11) Employees of a labor guild, association, or organization:
PROVIDED, bThat elective officialé "and employees of a labor guild,
association, or organization which qualifies as an employer within this
chapter shall have the option of applying for membership;

(12) Retirement systém retirees: PROVIDED, That following
reemployment in an eligible position, a retiree may elect to
prospectively become a member of the retirement system if otherwise
eligible; '

(13) Persons employed by or appointed or elected as an official of .
a first class city that has its own retirement system: PROVIDED, That
any member elected or appointed to an elective office on or after April
1, 1971, shall have the option of continuing as a member of this system
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in lieu of becoming a member of the city system. A member who -elects
to continue as a member of this system shall pay the appropriate member
contributions and the city shall pay the employer contributions at the
rates prescribed by this chapter. The city shall also transfer to this
system all of such member's accumulated contributions together with
such further amounts as hecessary to equal all employee and employer
contributions which would have been paid into this system on account of
such service with the city and thereupdn the member shall be granted
credit for all such service. Any city that becomes an employer as
defined in RCW 41.40.010(4) as the result of an individual's election
under this subsection shall not be required to have all emploYees
covered for retirement under the provisions of this chapter. Nothing
in this subsection shall prohibit a city of the first class with its
own retirement system from: (a) Transferring all of its current
employees to the retirement system established under this chépter, or
(b) allowing newly hired employees the option of continuing coverage
under the retirement system established by this chapter. _ -

Notwithstanding any other provision of this chapter, persons
transferring from employment with a first class city of over four
hundred thousand population that has its own retirement system to
employment with the state department of agriculture may elect to remain
within the retirement system of such city and the state shall pay the
employer contributions for such persons at like rates as prescribed for
employers of other members of such system;

(14) Employees who (a) .are not citizens of the United States, (b)
do not reside in the United States, and (c) perform duties outside of
the United States; |

(15) Employees who (a) are not citizens of the United States, (b)
are not covered by chapter 41.48 RCW, (c) are not excluded from
membership under this chapter or chapter 41.04 RCW, (d) are residents
of this state, and (e) make an irrevocable election to be excluded from
membership, in writing, which is submitted to the director Within
thirty days after employment in an eligible position;

(16) Employees who are citizens of the United States and who reside
and perform duties for an employer outside of the United States:
PROVIDED, That unless otherwise excluded under this chapter or chapter
41.04 RCW, the employee may apply for membership (a) within thirty days
after employment in an eligible position and membership service credit
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shall be granted from;the:first?day;ﬂﬁﬂmembership:ﬁerviceﬁ”and (b)
after this thirty-day'period,fbutﬁmembership service credit shall be
granted only if payment is made for the noncredited membership service

" under RCW'41.50.165(2), otherwise service shall be from the date of

application; _

"(17) The city manager or chief administrative officer of a city or
town, other than a retiree, who serves at the pleasure of an appointing
authority: PROVIDED, That such persons shall have the option of
applying for membership within thirty days from date of their
appointment to such positions. Persons serving in such positions as of
April 4, 1986, shall continue to be members in the retirement system
unless they notify the director in writing prior to December 31, 1986,
of their desire to withdraw from membership in the retirement system.

'A member who withdraws from membership in the system under this section

shall receive a refund of the member's accumulated contributions.

Persons.serving in such positions who have not opted for membership
within the specified thirty days, may do so by paying the amount
required under RCW 41.50.165(2) for the period from the date of their
appointment to the date of acceptance into membership;

(18) Persons serving as: (a) The chief administrative officer of
a public utility district as defined in RCW 54.16.100; (b) the chief
administrative officer of a port district formed under chapter 53.04
RCW; or (c) the chief administrative officer of a county who serves at
the pleasure of an appointing authority: PROVIDED, That such persons
shall have the option of applying for membership within thirty days
from the date of their appointment to such positions. Persons serving
in such positions as of July 25, 1999, shall continue to be members in
the retirement system unless they notify the director in writing prior
to December 31, 1999, of their desire to withdraw from membership in
the retirement system. A member who withdraws from membership in the
system under this section shall receive a refund of the member's
accumulated contributions upon termination of employment or as
otherwise consistent with the plan's tax qualification status as

defined in internal revenue code section 401.

Persons serving in such positions who have not opted for membership
w1th1n the specified thirty days, may do so at a later date by paying
the amount required under RCW 41.50.165(2) for the period from the date
of their appointment to the date of acceptance into membership;
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(19) Persons enrolled in state-approved .apprenticeship programs,
authorized under chapter 49.04 RCW, and who are employed by local
governments to earn hours to complete such apprenticeship programs, if

" the employee is a member of a union-sponsored retirement plan and is
making contributions to such a retirement plan or if the employee is a

member of a Taft-Hartley retirement plan; ‘
(20) Beginning on July 22, 2001, persons employed exclusively as

‘trainers or trainees in resident apprentice training programs operated

by housing authorities authorized under chapter 35.82 RCW, (a) if the
trainer or trainee is a member of a union-sponsored retirement plan and

is making contributions to such a retirement plan or (b) 1if the.

employee is a member of a Taft-Hartley retirement plan.

——= END ---
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DRAFT FISCAL NOTE

REQUEST NO.
RESPONDING AGENCY: CODE: DATE: BILL NUMBER:
Office of the State Actuary 035 11/03/2004 Z-0195.2/2-0196.2

SUMMARY OF BILL:

This bill impacts the Public Employee’s Retirement System, School Employee’s Retirement System, and
Teachers Retirement System Plans 2 and 3 by allowing members who retire on or after age seventy and
one-half, and who fulfill the 1 month separation requirement, to return to work without restriction; upon
receipt of retirement benefits such an individual would cease active membership and no longer make
contributions nor receive service credit. Current state elected and appointed officials are exempt from this
act unless they leave elected office, or are re-elected after the effective date of the act.

The bill also allows state elective officials the option to continue or resume membership, and if otherwise
eligible, retire and receive their retirement allowance at the beginning of each term of office. A state
elected official member who chooses to end membership at the beginning of a term of office shall neither
make contributions nor earn service credit for the duration of that term.

Effective Date: 90 days after session.

CURRENT SITUATION:

After a one-month separation, PERS, SERS, and TRS 2/3 retirees may return to work for 867 hours per
calendar year or school year before their benefit is suspended. PERS 1 members may return to work after
a 3-month separation and work up to 1,500 hours per calendar year before their benefit is suspended.
TRS 1 members may return to work after a one-month separation and work for up to 1,500 hours per
school year before their benefit is suspended.

State elected official members of most Washington State Retirement Systems and plans must separate
from service in order to retire and begin receipt of their retirement benefits regardless of age. While the
rules for state elected officials vary by system and plan, the Teachers' Retirement System Plan 1 is a
notable distinction in permitting state elected officials, if otherwise eligible, to begin their retirement benefit
while serving in state elective office.

MEMBERS IMPACTED:

We estimate that potentially all active members in these systems could be affected by the age 70 1/2
portion of this bill. Active members currently over age 70 1/2 would be impacted on the effective date of
the bill. This includes 342 out of 154,550 active members in PERS, 28 out of 66,075 in TRS, and 132 out
0f 49,214 in SERS.

1 O:\Fiscal Notes\2005\Z-Drafts\2-0195.2.wpd



We estimate that relatively few members in these systems could be affected by the opt in/opt out portion of
this bill, although nearly all members could potentially become elected officials. The opt infopt out portion
of the bill would impact the current state elected officials in the systems if they are reelected following the
effective date. This includes 129 active members in PERS, 1 in TRS (not including 4 in TRS 1 who already
have the opt infopt out provision), and 0 in SERS. '

We estimate that a typical member impacted by the age 70 1/2 provision of this bill would receive a benefit
of about $11,700 per year, but would give up additional benefit accruals of about $1,000 per year. For
example, a PERS member who retired at age 74 with 19 years of service would receive an annual benefit
of $13,200; waiting one additional year to retire would result in an annual benefit of $14,400. A typical
SERS member who retired at age 74 with 12 years of service would receive an annual benefit of $4,600:
waiting one additional year to retire would result in an annual benefit of $5,200. The impact on long
service members over age 70 1/2, and not subject to the 30 year service cap, is greater than the impact on
short service members.

ASSUMPTIONS:

QOur current retirement rate assumptions have all members retiring at age 70 or earlier. The members over
70 1/2 who continue working after we have assumed they will retire typically produce an actuarial
experience gain to the system. In general, the benefits eamed for each year of additional service and
increases in pay after age 70 are not as valuable as the retirement benefits that could have been received
in the year. This is especially true for Plan 1 members who already have hit the 30 year maximum on
service.

To determine the cost of the age 70 1/2 provision, we started with an assumption change for the retirement
rates at age 70 and beyond. For PERS and SERS, we replaced our 100% retirement assumption at age
70 with 25% per year from age 70 to 81 and 100% at age 82. We did not change the rates before age 70.
For TRS, we did not change our 100% assumption at age 70, because the number of active TRS members
working-past age 70 is not significant compared to PERS and SERS, and the oldest active TRS member is
77, compared to 87 in both PERS and SERS. So we would not expect any significant cost impact for TRS.

For PERS and SERS, we compared the costs of the plans with the new retirement assumption to the costs
using an alternative retirement assumption. We increased the 25% rate to 37.5% as an estimate of how
many more active members over age 70 1/2 would retire after the bill is effective.
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FISCAL IMPACT:

Description:

The postponed retirements after age 70 1/2 currently produce actuarial gains to the affected systems. The
age 70 1/2 portion of the bill would reduce these gains. We estimate that the reduction of these gains
represents a cost of $6.0 million in PERS 1, $11.6 million in PERS 2/3 and $1.4 million in SERS 2/3 (on a
fully projected present value basis).

The opt infopt out provision of this bill would apply to a small group of members and the associated cost
would be insufficient to increase contribution rates in the affected systems.

Actuarial Determinations:

The bill will impact the actuarial funding of the system by increasing the required actuarial contribution rate
as shown below: '

Increase in Contribution Rates: (Effective 9/1/2005) PERS TRS SERS
Employee 0.02% 0.00% 0.02%
Employer 0.03% 0.00% 0.03%

Fiscal Budget Determinations:

As a result of the higher required contribution rate, the increase in funding expenditures is projected to be:

Costs (in Millions): PERS TRS SERS Total
2005-2007
State:
General Fund $0.8 0.0 0.4 $1.2
Non-General Fund 1.3 0.0 0.0 1.3
Total State 2.1 0.0 0.4 25
Local Government 1.9 0.0 04 2.3
Total Employer 4.0 0.0 0.8 48
Total Employee $1.8 0.0 0.2 $2.0
2007-2009
State:
General Fund $1.0 0.0 04 $14
Non-General Fund 1.6 0.0 0.0 1.6
Total State 2.6 0.0 0.4 3.0
Local Government 2.3 0.0 0.4 2.7
Total Employer 4.9 0.0 0.8 5.7
Total Employee $2.0 0.0 0.2 $2.2
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Costs (in Millions):

2005-2030
State:
General Fund
Non-General Fund
Total State
Local Government
Total Employer

Total Employee

PERS TRS SERS Total
$155 0.0 43 $19.8
41.0 0.0 4.3 45.3
36.3 0.0 38 40.1
77.3 0.0 8.1 85.4
$28.7 0.0 1.3 $30.0
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STATEMENT OF DATA AND ASSUMPTIONS USED IN PREPARING THIS FISCAL NOTE:

The costs presented in this fiscal note are based on our understanding of the bill as well as generally accepted
actuarial standards of practice including the following:

1. Costs were developed using the same membership data, methods, assets and assumptions as those used in
preparing the September 30, 2003 actuarial valuation report of the Washington Public Employees’ Retirement
System, he Teachers’ Retirement system, and the Washington School Employees’ Retirement System.

2. As with the costs developed in the actuarial valuation, the emerging costs of the System will vary from those
presented in the valuation report or this fiscal note to the extent that actual experience differs from that projected
by the actuarial assumptions.

3. Additional assumptions used to evaluate the cost impact of the bill which were not used or disclosed in the
actuarial valuation report include the following:

4. The analysis of this bill does not consider any other proposed changes to the system. The combined effect of
several changes to the system could exceed the sum of each proposed change considered individually.

5. Thisfiscal note is intended for use only during the 2005 Legislative Session.

6. The funding method used for Plan 1 utilizes the Plan 2/3 employer/state rate as the Normal Cost and amortizes
the remaining liability (UAAL) by the year 2024. Benefit increases to Plan 2/3 will change the UAAL in Plan 1.
The cost of benefit increases to Plan 1 increases the UAAL.

7. Plan 2/3 utilizes the Aggregate Funding Method. The cost of Plan 2/3 is spread over the average working
lifetime of the current active Plan 2/3 members.

8. The entry age normal cost increase for the bill is 0.01% for PERS Plan 2 members, 0.01% for PERS employers,
0.00% for TRS employers, and 0.00% for SERS employers. The entry age normal cost increase was used to
determine the increase in funding expenditures for future new entrants.

GLOSSARY OF ACTUARIAL TERMS:

Actuarial Present Value: The value of an amount or series of amounts payable or receivable at various times,
determined as of a given date by the application of a particular set of Actuarial Assumptions (i.e. interest rate, rate of
salary increases, mortality, efc.)

Projected Benefits: Pension benefit amounts which are expected to be paid in the future taking into account such
items as the effect of advancement in age as well as past and anticipated future compensation and service credits.

Normal Cost: Computed differently under different funding methods, the normal cost generally represents the.
portion of the cost of projected benefits allocated to the current plan year.

Unfunded Actuarial Accrued Liability (UAAL): The cost of Plan 1 is divided into two pieces:

*  The Normal Cost portion is paid over the working lifetime of the Plan 1 active members. The remaining cost is
called the UAAL.

* The UAAL is paid for by employers as a percent of the salaries of all plan 1, 2 and 3 members until the year
2024,
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Pension Benefit Obligation (PBO): The portion of the Actuarial Present Value of future benefits attributable to
service credit that has been earned to date (past service).

Unfunded Liability (Unfunded PBO): The excess, if any, of the Pension Benefit Obligation over the Valuation
Assets. This is the portion of all benefits earned to date that are not covered by plan assets.
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State Patrol Rate Stability

(October 25, 2004)

Issue

Staff

Members Impacted

Current Situation

Noveniber 9 2004

Contribution rate stability and the current cost-
sharing provision in the Washington State Patrol
Retirement System (WSPRS) are issues for the
Washington State Patrol Trooper’s Association.
They have forwarded their proposals to the SCPP
in recent correspondence and analysis.

As of the most recent forecast, member
contribution rates in the WSPRS are expected to
increase from the current 2.00% minimum to
7.97% during the 2007-2009 biennium, and to
8.93% in the 2009-2011 biennium. Historically,
the WSPRS member contribution rate was set in
statute at 7.00% of salary. When the plan was
reformed in 2001, a new funding method and
cost-sharing design were incorporated. As a
result, member contribution rates will soon
exceed the former statutory rate. While the
Trooper’s Association endorses the concept of
rate stability, they are also interested in
reformulating the current cost-sharing formula.

Robert Wm. Baker, Senior Research Analyst
(360) 586-9237

As of the 2003 valuation there were 1,079 active
members of the WSPRS (1,045 in Plan 1 and 34
in Plan 2).

The Washington State Patrol Retirement System
(WSPRS) was originally established in 1947, and
in 2001 was the last of the Plan 1 design
systems to be reformed. Among the numerous
modifications to the system were changes to the
funding provisions. In the original plan,
member contributions were set at 7.00% in
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statute with the balance of contributions
provided by the employer. The current
provisions are a modified cost-sharing design in
which members pay half the cost of the plan or
2.00% or pay, whichever is greater.

When the funding provisions were modified, the
plan was in fully-funded status and member
contributions were 2.00% of pay while employer
contributions were 0.00%.

History

From 1995 through 1999, the return on plan assets in the State’s retirement
funds performed well above the actuarially assumed rate of return. As a result,
several plans reached funded ratios significantly above 100%, in essence
holding greater assets than there were accrued liabilities. In 1999, the State’s
contributions were suspended in both the WSPRS and the Law Enforcement
Officer’s and Fire Fighter’s Plan 1 (LEOFF 1) when plan assets exceeded the
plan’s fully projected benefit liability. In 2000, employee and employer
contributions were suspended in LEOFF 1, and employee contributions were
lowered to 3% in WSPRS. The 1999 legislature also directed the Joint
Committee on Pension Policy (JCPP) to study the method for setting employer
and employee contribution rates in the WSPRS during the 2000 interim.
During the 2000 interim, JCPP studied and proposed changes to the WSPRS.
The JCPP submitted legislation that was enacted in 2001 as Chapter 329.
That legislation reformed the WSPRS by:

. Changing the COLA from a simple 2% to a compounded 3% CPI-based
adjustment for beneficiaries as well as retirees.

. Changing the employee contribution rate from a fixed 7% to the greater
of 2% or the employer rate.

. Excluding prospectively voluntary D.O.T. overtime from the definition of
salary.

For new members of the WSPRS commissioned on or after January 1, 2003,
the new plan differed from the older plan by:

. Changing from a 2 year to a 5 year Average Final Salary (AFS) for
calculating retirement benefits.

§CPP Full Commitiee
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. Excluding annual and holiday pay cash-outs from compensation in
determining member’s AFS.

. Changing military service credit provisions to exclude prior military
service and requiring employee contributions for interruptive service.

. Removing the post-retirement death benefit and allowing the member to
select an actuarial equivalent benefit option at retirement.

. Changing the pre-retirement death benefit for members not eligible to

retire or who have less than ten years of service to a refund of the
member’s accumulated contributions plus interest. For a member who
was eligible to retire or who had at least 10 years of service, the benefit
was changed to a reduced accrued benefit or 150 percent of the
member’s accumulated contributions at the survivor’s option.

In addition, the legislation provided that the funding of the plan be done on an
“aggregate actuarial cost” method, as done for all other Plan 2's. Prior to this
change, the system was funded on an “entry age normal” basis.

The legislation also attempted to amend the disability provisions in the WSPRS.
The existing provisions gave the Chief a principal role in determining
disability. And while injured WSPRS members are eligible for Workers
Compensation benefits through the Department of Labor and Industries (L&),
disability retirement benefits have been primarily paid from the WSP operating
budget rather than the retirement system or L&l. The sections amending the
disability provisions were vetoed because of the possible diminishment of
benefits in particular situations.

What is also unusual about the changes made to the WSPRS in 2001, and
what makes it distinct from the other Plan 2s, is that those changes did not
include a typical Plan 2 funding structure. When the other Plan 2s were
created (PERS 2, TRS 2, SERS 2, and LEOFF 2), the original plans were closed,
and separate funds and funding methods were established. In the WSPRS
there are no separate Plan 1 and Plan 2 funds - all contributions are deposited
into the same fund. All members, whether Plan 1 or Plan 2, are part of one
actuarial experience group, contributions are calculated with no distinction
between the plan members, and all members are subject to the same
contribution rate.

§CPP Full Committee
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Contribution Rate History

At its creation in 1947, WSPRS member contributions were set at 6% of pay,
and the employer rate was approximately 4 times that (see Figure 1). In 1963,
the member rate was fixed at 7% of pay, and employer contribution rates have
varied between two and three times the member rate. So while the member
contribution rate has historically been very stable, the employer contribution
rate has fluctuated significantly.

Figure 1
WSPRS Member and Employer Contribution Rates

Historical 1947-2003 and Forecast 2005-2009
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Source: Office of the State Actuary

The funding and contribution rate provisions in the WSPRS have, up to 2001,
been similar to those of the other Plan 1s. The plan funding was based on the
“entry age normal” method, the member rate was set at a constant percent of
salary, and the employer rate was whatever else was required to meet the
funding needs of the plan including payments to amortize any unfunded
liability. All other Plan 1s - PERS, TRS, and LEOFF - still have statutorily fixed
member contribution rates of 6% (the LEOFF 1 member contribution rate is
currently 0% as the plan is still fully funded). WSPRS is the only Plan 1 design
to change its funding method and change its existing member contribution
from a fixed percentage to a cost-sharing percent.

After experiencing a funding ratio of 159% in 1999, the WSP Plan is projected
to emerge from full funding in the 2005-2007 biennium. The relatively quick
reduction of surplus funds in the WSPRS was not just because of the poor
investment markets in 2000 and 2001 but also because the plan is open to

Hovember 9. 1004 SCPP Full (ommitiee
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new entrants. As new members join, the plan recognizes their liabilities very
quickly (see Figure 2), which is then compared with the assets from the single
WSPRS fund, including the surplus assets. Contrast this with the surplus
funding experience in LEOFF 1: there have been no new members (liabilities)
since 1977 and the reduction of surplus funds, as a result, is slower. Member
and employer contribution rates in the WSPRS are each expected to surpass
7% in the 2007-2009 biennium.

Figure 2
Projected Assets and Liabilities in WSPRS
$2,300
$2,100 = Present Value of Future Benefits
$1,900 ——— Actuarial Value of Assets

Market Value of Assets

2020 |

2002
2004 |
2006
2008
2010
2012 |
2014
2016
2018

Source: Cfficeof the State Actuary

Because of changes in the WSPRS funding method, member and employer
contribution rates are expected to move in unison once the total costs reach
and surpass 4% of pay. This is somewhat characteristic of a cost-sharing
funding method. The principal difference between the WSPRS and other Plan
2s is the 2% minimum member contribution in the WSPRS; minimum member
contributions are not found in the other Plan 2s. As a result of the minimum
contribution requirement, WSPRS members will, in the long-run, pay more
than half the cost of the plan.

Cost-sharing and Plan Value

Because of the varying degrees of funded status, the value of the retirement
plans — the benefits provided to members in retirement — and the long-term
level of cost-sharing are not necessarily reflected in the current contribution
rates. There are several plans that are not fully funded (see Figure 3) and their
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contribution rates are higher to pay for the plans’ unfunded actuarially accrued
liability. Other plans are in surplus, and depending on the funding method
may have lower contributions, or no contributions. Because of these funding
differences current contribution rates do not reflect the long-term value of the
plans.

Figure 3
Funded Ratios of Plan 1 Systems
and WSPRS 2003

PERS1 TRS1 LEOFF1 WSP
85% 93% 112% 123%

A more appropriate indicator of plan value, or benefit value under a defined
benefit plan, is the entry age normal cost of the plan. This prices the plan
based on the cost of the benefits and the long-term realization of all actuarial
assumptions. In this manner, the contribution rates reflect the demographic
characteristics of plan members and the value of the benefits in the plan rather
than the short-term gains or losses in plan assets. The normal cost of the
various retirement systems and plans are shown in Figure 4.

Figure 4
Entry-Age Normal Contribution Rate and Social Security Contribution
by System and Plan: Total Percent of Pay

Entry Age Normal Cost Social Security Tax Entry Age + Soc Sec
Plan Member Employer* Total : Member Employer Total Member Employer Total
PERS 1 6.00% 531% 11.31%: 6.20% 6.20% 12.40% 12.20% 11.51% 23.71%

PERS2/3 4.46% 4.46% 8.92% i 6.20% 6.20% 12.40%? 10.66% 10.66% 21.32%

TRS 1 6.00% 7.30% 13.30%: 6.20% 6.20% 12.40%§ 12.20% 13.50% 25.70%
TRS 2/3 5.43% 5.43% 10.86%: 6.20% 6.20% 12.40% 11.63% 11.63% 23.26%
SERS 4.71% 4.71% 9.42% i 6.20% 6.20% 12.40%§ 10.91% 10.91% 21.82%

LEOFF 1 6.00% 22.46% 28.46%5 0.00% 0.00% 0.00%? 6.00% 22.46% 28.46%

LEOFF 2  8.36% 8.36% 16.71%; 0.00% 0.00% 0.00%% 8.36% 8.36% 16.71%

WSPRS 10.69%  10.69% 21.38%§ 0.00% 0.00%  0.00% 10.69% 10.69% 21.38%
*Does not include contribution rate for Plan 1 UAAL.

Taking into account both State retirement and Social Security, total
contributions to Washington’s retirement systems can easily surpass 20% of
pay in most plans. The employer commitment to Washington’s retirement
plans, again summing the normal cost plus any employer contributions to
Social Security, can surpass 10% of pay. The total employer contribution in
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the WSPRS is 10.69% of pay compared to 10.66% on PERS 2/3 and 11.63% in
TRS 2/3. The entry age normal cost for the WSPRS is based on the current
mix of Plan 1 and Plan 2 members. This rate will decrease as Plan 1 members
are replaced by Plan 2 members.

Age Provisions and Plan Value

All Washington’s systems and plans have similar benefit formulas (2% of
average final compensation x years of service}. Such similar provisions will not
cause cost differences within the Plan 1s, or within the Plan 2s. The more
costly element that will differentiate these systems and plans is the age at
which a member is allowed to retire and receive a benefit. The younger the
retirement age, the longer a benefit is received, and the costlier the plan.
Because of the inherent danger and physical stresses of public-safety
occupations, the age and service provisions in WSPRS and the LEOFF Plans
allow for full retirement benefits at relatively young ages: at age 50 in LEOFF 1,
age 53 in LEOFF 2, and at age 55 or after 25 years of service in WSPRS. Many
WSPRS members have become eligible for full benefits before reaching age 50.
The average retirement ages in these public-safety plans are reflective of those
provisions (see Figure 5) which would make them more costly than the
remaining plans.

Figure 5
Average Retirement Age
by System and Plan: 2003

WSPRS 52.3 |
LEOFF 1 | 53.7 |
LEOFF 2 | 56.9
PERS 1 | 60.3
PERS 2 | 657
PERS 3 | 809
TRS 1 | 58.5
TRS 2 | 4.9
TRS 3 | 504
SERS 2 | 65.8
SERS 3 | 64.8 |
40 45 50 55 60 65 70
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Three-Legged Stool

The “three-legged-stool” pension model is one in which an individual’s
retirement income is derived from three sources: an employer provided
pension, personal savings, and Social Security. Social Security benefits are
available to all employee groups who elect to join and make contributions.
Those contributions are currently 6.2% of pay, up to $87,000 (indexed) in
earnings, for both the employee and employer.

Many public-safety retirement plan members, including WSPRS members, do
not pay into the Social Security system. Members of several general public
employee retirement plans also do not pay into Social Security, Alaska and
Ohio Public Employee’s Retirement System being examples. Plans covering
employees who do not pay into Social Security tend to have more generous
benefits than those where members do make Social Security contributions.
This is a tacit acknowledgment that when one leg of the three-legged stool is
absent, one of the other legs must be more substantial.

WSPRS members also do not pay into Medicare. PERS, TRS, and SERS
members and their employers each pay 1.45% of salary as contributions to
Medicare.

Even if WSPRS members do not pay into Social Security, that does not
necessarily mean they won’t inevitably receive Social Security benefits. It is
understood that by retiring relatively young, not all members will be
permanently leaving the work force. Retired WSPRS members will likely be
working in some other public or private-sector job until fully retired; one in
which they would probably be contributing to Social Security.

Contributions and Funding in Comparative Systems

Contributions among the comparative states will be different because of the
differences in benefit design, funding policies, cost-sharing, and the presence of
unfunded liabilities. Employer contributions among the comparison states
ranged from 0.00% in Washington to 43.54% in Missouri (see Figure 6).

SCPP Full Commitee
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Figure 6
Comparisons of Provisions in Select State Trooper Plans

Contribution Rates Benefit Multiplier: Benefit Requirements

Employer Member __ % x Years of Service Age / Service
California 32.65% 8.00% 3.0% (max 90%) S50/5
Colorado  12.85%  10.00% 2.5% S0/ 28 55 1 ,zg’s 6/0;364 /
Florida 22.15% 0.00% 3.0% 55/ 6, Any age / 25
Idaho 10.73% 7.65% 2.3% (max 100%) 50 / Rule of 80
Iowa 17.00% 9.35% 2.75% (max 88%) 55/ 22
Minnesota 12.60% 8.40% 3.0% 55/3
Missouri 43.54% 0.00% 1.7% 48 / Rule of 80

2.5% up to 20 years,

Ohio 24.50%  10.00% ,2:22% 21 to 25 years, 48 / 25

2.00% per year thereafter
(max 79.25%)

55 / any service, 50 / 25,

o 0 9
Oregon 9.49% 6.00% 2.0% Any age / 30

Any age / 25,

Washington  0.00% 2.00% 2.0% (max 75%) 55 / Any service

Florida and Missouri are non-contributory plans.

ITowa employer contribution did not include a payment to the plan's unfunded liability.

Missouri employer contribution rate includes a 29.21% payment for the plan's unfunded liability.
California employer contribution rate includes an 18.13% payment for the plan's unfunded liability.
Missouri members pay into Social Security.

Among these comparative systems, only WSPRS has a 50-50 (as long as the
costs exceed 4% of pay) cost-sharing design. Most rely on a statutory
contribution by the members and a residual contribution by employers to pay
the remaining cost of the plan. Two of the plans, Florida and Missouri, are
non-contributory plans, meaning the members make no contributions at all.

Benefit design has a direct bearing on the cost and funding requirements of
these plans. The California State Patrol plan recently instituted a 3% per year
benefit multiplier which will result in a larger benefit and require greater
contributions than the 1.7% multiplier used in Missouri. However, Missouri
troopers and their employer, pay into Social Security thus providing a benefit
that does not show in this accounting.

Funding methods also add to the difficulties in comparing contribution rates.
The current funding method in Washington is the aggregate actuarial cost
method in which no unfunded actuarially accrued liability (UAAL) is allowed to
accumulate outside the plan’s normal cost. All of the comparison States use

ienber 8, 1004 SCPP Full Committe el
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the “entry age normal” funding method and have varying levels of unfunded
liabilities. For instance, in Missouri the great majority of their current
employer contributions are to cover the plan’s UAAL. Over half of the employer
contributions in the California Highway Patrol plan are payment for the plan’s
unfunded liability. Idaho and Colorado’s trooper plans also have unfunded
liabilities that add to their employer contribution rates. Iowa’s trooper plan
also has a significant unfunded liability that could increase their current
employer contribution rate by up to 12 percentage points if they chose to fund
it. Unfunded liabilities create generational equity issues in that the cost of
unfunded pension liabilities of current retirees are passed to future taxpayers.

LEOFF 2 Comparison

The other open public safety related retirement system in Washington State is
the Law Enforcement Officers and Fire Fighters retirement system Plan 2
(LEOFF 2). A new Public Safety Employee’s Retirement System (PSERS) will
open in 2006, but until that time LEOFF 2 will be the point of comparison.
Benefit provisions in WSPRS 2 and LEOFF 2 are similar in many ways,
particularly in terms of vesting, benefit formula, and COLAs. Where the
WSPRS differs is in the provision allowing a member with 25 years of service to
retire with an unreduced benefit. This is characteristic of the service-based
criteria found in the Plan 1 designs and still found in WSPRS 2. This is more
costly than the age and service provision in LEOFF 2.

As with all the Plans 2, the WSPRS and LEOFF 2 are similar in that they both
use the “aggregate actuarial cost” funding method (see Figure 7). This method
reacts quickly to changes in asset returns, and does not allow the
accumulation of an unfunded liability outside the plan’s normal cost.

Figure 7
Funding Provisions in WSPRS 2 and LEOFF 2

WSPRS 2 LEOFF 2

Funding Method Aggregate Actuarial Cost

2% or half the cost of the

benefits, whichever is greater. Half the cost of member benefits

Member Contributions

Employer . 30% of the cost of members
Contributions (The State is the employer) benefits

Half the cost of members benefits 20% of the cost of members

State Contributions unless total costs are under 4%. Dbenefits
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Besides the minimum member contribution in WSPRS, the principal difference
in funding policy between the plans is how the employer costs are divided in
LEOFF 2. The state is the employer for WSPRS members and pays half the
cost of the retirement plan benefits, as long as the costs exceed 4% of pay.
While the State is not the employer in LEOFF 2, it still pays 20% of the cost of
the benefits, while the actual local government employer pays 30% of the cost
of the benefits. A State contribution for those who are local government
employees is not found in the other Washington systems and plans; it is likely
a design borne of the significant state contributions to the original LEOFF 1
Plan.

Proposed Cost-sharing Formula

The Trooper’s association has proposed reworking the cost-sharing formula.
The current 50-50 split with a 2.00% member minimum would be changed to
Y5 member, %3 employer, with the member rate capped at 7%. Historically the
plan required 7.00% of pay from the members with the State liable for the
remaining costs. This resulted in members paying, on average, about one-third
of the plan’s costs and the employer (the State) paying about two-thirds.

In a second proposal, the Trooper's Association has also requested a phase-in
period before the s - %3 formula takes effect. Because their employer has been
making no contributions since 1999, they feel their employer should make even
larger contributions than are generated in the s - %3 formula. They propose
that over the next 3 biennia, members would pay 20% of the cost of the plan,
with a 2.0% minimum member contribution rate, and their employer would pay
the remaining cost of the plan.

Fiscal Impact

Fiscal analysis of this proposed cost-sharing formula show the member
contribution rate in the 2005-2007 biennium declining by 1.5% and the
employer rate increasing by 1.5%. This would result in an additional $2.4
million in State contributions to the WSPRS during the 2005-2007 biennium.
With a long-term expected normal cost of 21.38%, the current 50-50 cost-
sharing would result in member rates and employer rates each trending to
10.69%. Under the 5 - %5, 7% cap proposal, the member rate would reach a
maximum of 7% while the employer rate would trend to 14.39%. The 25-year
cost to the State would be $123 million. Under the phase-in proposal, the
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member contribution rate would fall by 2.51% and the employer contribution
rate would increase by 2.51% in the 2005-2007 biennium. This would result
in an additional $4.0 million in employer contributions in the first two years.
The 25-year cost to the state would be $133.4 million.

Policy Analysis

The policy questions in regards to the WSPRS contribution rate stability issue
is whether the plan adheres to the cost-sharing policies outlined for the Plan
2s, whether the current volatile contribution rates are in conflict with existing
funding policy, and whether the proposed contribution formula, with the 7%
cap, is in keeping with current policy.

Cost-sharing

One of the implicit policies formulated by the Joint Committee on Pension
Policy states that “... costs should be shared equally between employees and
employers.”

When the total funding requirements of the WSPRS are 4% of salary or greater,
there is equal cost-sharing. If, as has been the case over the past several
years, the plan is fully funded and requires no contributions, then members
pay the only contributions to the plan. Since members make contributions
when none are necessary but the employer does not, the members will, in the
long-run, not share equally in the costs of the plan. The proposed Vs - %3 cost-
sharing formula would be consistent with past practices for the WSPRS but
inconsistent with current cost-sharing policies of the Plan 2 systems. The
prospect of member contribution rates climbing over 7.00% may also raise a
Bakenhus issue for existing Plan 1 members. Existing members never paid
contributions above 7.00% of pay. The Bakenhus decision does allow for
changes in retirement plan provisions as long as the trade-offs are of equivalent
value. In the reform of the State Patrol Plan in 2001, existing members and
their beneficiaries received a benefit increase in the form of a 3% CPI-based
COLA for retirees and survivors; retirees formerly had a 2% simple COLA, and
only in 2000 were survivors eligible to receive a 2% simple COLA. Existing
members also received more flexibility in providing survivor benefits for their
beneficiaries. Though not a permanent benefit, members also received a short
term decline in their contribution rate.

$CPP fuli Committee
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Rate Volatility

Within the Finding Chapter (RCW 41.45) is the policy goal to “establish
predictable long-term employer contribution rates which will remain a relatively
constant proportion of the future state budgets.”

The projected increases in employer and member contribution rates have
brought this policy to the forefront in current retirement discussions. The
volatility of the contribution rates, both during the recent past and over the
next several biennia, is in conflict with this existing funding policy. Legislation
has been enacted in the past two sessions to address this volatility, and is
expected to smooth out any such future fluctuations (Chapter 11 laws of 2003
extended session, and chapter 93 laws of 2004.)

Rate predictability and stability is an issue impacting all systems and plans,
including the WSPRS. In response to this volatility the funding report of the
State Actuary, heard by the SCPP in July of this year, included a
recommendation to establish minimum Plan 2/3 contribution rates based on a
combination of entry age and aggregate methods. The report also
recommended that the rate charged employers to fund the Plan 1 unfunded
liability not be allowed to decrease until the plans were at a funded ratio of
125%. These recommendations seek to add a greater degree of predictability
and stability to the funding of the retirement plans in keeping with existing
policies.

In addition, the SCPP Pension Funding Council Subgroup proposed a phase-in
of the projected rates increases over the next 3 biennia. While this would incur
additional costs to the plans, it would observe the policy of predictability.

Policy Conclusion

Two particular elements within the WSPRS design have policy implications.
The presence of a minimum contribution rate for members results in an
imbalanced cost-sharing relationship. Without an equivalent minimum
contribution rate for the employer, members will not share equally with the
State in the cost of the plan. The proposed Vs - %3 contribution formula with a
7% member cap may be in keeping with historical Plan 1 policy, but would be
establishing new policy within the Plan 2 systems. The other policy element
relates to the stability of the contribution rates; by using the aggregate method
to fund the plans, benefits are fully paid over the working lives of the members
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and no unfunded liability is allowed to accrue outside the plan’s normal cost.
This does result in rate volatility which may be in conflict with existing funding
policy. However, recent legislation has set in place new smoothing methods
and asset corridor measures to address this volatility. Furthermore, additional
funding recommendations are before the SCPP this interim which also apply to
the WSPRS.

Executive Committee Recommendation

Forward two proposals to the full committee for a public hearing.

Bill Drafts

First Bill: Members pay 5 of the cost of the plan, with a maximum member
contribution rate of 7.0%, and the employer pays the remaining cost of the
plan.

Second Bill: During the first 3 biennia members pay 20% of the cost of the
plan, with a 2% minimum member contribution rate, and the employer pays
the remaining cost of the plan. After 3 biennia, members pay ¥ of the cost of

the plan, with a maximum member contribution rate of 7.0%, and the employer
pays the remaining cost of the plan.

Fiscal Notes

Attached

Administrative Impact

See attached letter from John Charles, Director of Department of Retirement
Systems.

Stakeholder Input

Robert Thurston, President

Washington State Troopers Association
See attached correspondence
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STATE OF WASHINGTON

DEPARTMENT OF RETIREMENT SYSTEMS

PO Box 48380 » Olympia WA 98504-8380 ¢ (360) 664-7000 » Toll Free 1-800-547-6657

October 28, 2004

RECEIVED
The Honorable Karen Fraser, Chair 0CT 2 § 2004
The Honorable Steve Conway, Vice-Chair
Select Committee on Pension Policy The ggg&wv
Post Office Box 40914

Olympia, Washington 98504-0914
Dear Senator Fraser and Representative Conway:
Subject: Washington State Patrol Rate Stability

At the October 19, 2004 Select Committee on Pension Policy (SCPP) meeting, the Department
of Retirement Systems (DRS) was asked to provide administrative input on the issue of rate
stability in the Washington State Patrol Retirement System (WSPRS). There are three
administrative areas of the WSPRS that are important to note: the funding structure of the plan,
the accounting of the contributions, and the reporting of the assets in the Department’s
Comprehensive Annual Financial Report (CAFR).

Funding

As explained in the report to the SCPP, the funding of the plan had historically been a

1/3 — 2/3 split between member and employer, with a 7 percent maximum member contribution.
In the 2001 legislation creating Plan 2 and providing for an enhanced cost of living allowance for
retirees, that funding was changed to an employee contribution equal to the greater of 2 percent
or the employer rate. However, unlike any other Washington State retirement system with
multiple plans, the funding of the benefits for each plan was not separated, even though the
benefit structure for Plan 1 and Plan 2 is significantly different. Currently, members of both
plans pay the same contribution rate, and all benefits are paid from the same fund.

Accounting

When implementing this 2001 legislation, DRS decided to account for the contributions from
each plan separately. While the contributions are invested and benefits are paid from one fund
per statutory requirement, the Department accounts for them separately to ensure clear records
and provide for historical data regarding the contributions received by members of each plan.
This practice would allow the Department to easily account for separate Plan 1 and Plan 2 funds
should this be necessary in the future.



Senator Karen Fraser
Representative Steve Conway
October 28, 2004

Page 2

Reporting

In determining how to report WSPRS Plan 1 and Plan 2 under one fund in the department’s and
the state’s Comprehensive Annual Financial Reports, and in the State Investment Board’s
Annual Report, we worked with staff from the Office of the State Actuary, the State Investment
Board, and the Office of Financial Management, to reach agreement on the appropriate way to
accurately represent WSPRS. We agreed that descriptions of the benefit structure and
demographic data should be represented for each plan within the system but that all data showing
contributions, assets, and liabilities would be represented only at the system level, with footnotes
explaining that this includes both Plan 1 and Plan 2. You will see this reporting structure in the
2004 CAFR, published in December.

The issue before the Select Committee on rate stability is complex but the decisions and
practices of the Department, when implementing the 2001 legislation, should allow for ease of
administration if changes to WSPRS funding policy are made. Please contact me at 664-7312 if
you have any further questions.

Sincerely,

John F. Charles
Director



WASHINGTON STATE PATROL TROOPERS ASSOCIATI ON

200 UNION AVE. SE STE. 200, OLYMPIA, WASHINGTON 98501 (360) 704-7530 FAX (360) 704-7527

September 9, 2004
RECEIVED @P & -.
SEP 1 3 2004
Senator Karen Fraser Office of
P.0. Box 40422 The State Actuary

Olympia, WA 98504-0422
Re: WSPRS Contribution Rate Stability
Dear Senator Fraser:

Thank you for taking the time to meet with Rick Jensen and Paul Neal to contribution
rate stabilization. We share your concerns, and appreciate your leadership, in this area.
All of the systems have seen wide swings in rates in the last six years, but those
fluctuations have been most dramatic in the Washington State Patrol Retirement System

(WSPRS).

The current contribution rate stabilization recommendation put forward by the State
Actuary would require an amendment to the statutes governing contribution rates for the
WSPRS. We ask that those amendments incorporate our proposal.

We are proposing a WSPRS contribution formula that is consistent with the statutory
history and past practice of the Legislature and the Pension Funding Council:

e 7% cap on member contributions§
1/3 — 2/3 member to employer contribution ratio effective July 1, 2005.

I am enclosing a copy of our briefing paper on the issue. I would appreciate it if you
could give the Trooper’s association fifteen to twenty minutes on the October SCPP
agenda to present this issue to the full committee.

We are also concerned about retiree health insurance. There are a number of optional
plans authorized by the federal tax code. There also appears to be a lot of confusion
about what those plans are and how they work. Please consider making the study and
discussion of this issue a top priority for the SCPP’s work during the 2005 interim.

O fiP-27



Thank you for your consideration. -

- Robert Thurston, President

Washington State Trooper’s Association

cc: Matt Smith



~Contribution Rate Stability

F or Trooper Retlrement
: October 4, 2004 :

The Trooper’s association shares the SCPP’s concern for contnbutlon rate stablhty We support
the idea of working towards a minimum contribution rate that will guard against the wild swings .
we are currently experiencing. Under the Actuary s current recommendauon, those minimum
contribution rates would be equal for employers and employees. The unique history of Trooper
retlrement requlres amodified apphcatlon , Lo

How We Got Here

Up until 2001; the Troopers paid a statutonly fixed 7% contribution rate. Hlstoncally, Troopers
have paid one-third of the system cost and the State has paid two-thn‘ds

In 1999 the State’s contribution to WSPRS dropped to 0.00%, where it has stayed ever since. In
2001 the Legislature changed the funding formula™ greatly reducing the State’s obligation.
Instead of picking up two-thirds of the cost, the State changed its maximum obhgatlon to one-
half. Troopers were requlred to pick up the slack.

: Slnce 1999 the State has paid nothing while the Troopers have continued to pay. Beginning in

2005, the system cost will exceed 4% of salary™. At that point the Troopers and the State will
each be sharing half of the total cost. Beginning in 2007, Trooper contributions will exceed 7%.

Where We Are

‘Washington State Troopers appear to get better retirement benefits than other State employees.

In reality, the State’s current funding commitment to Trooper’s retirement is much less. The State
makes Social Security Contributions for all its employees - except Troopers.

Current employer retirement contribution policy:

Employer Pension . , ' ‘gnnugl .

- I Coiitribution: Policy T empl’oye conmbutlons-*‘ '

Troopers (WSPRS)  (A) One-half of actuarial - 512% |
- cost of WSPRS"; of salary |

All Other State ~~~ (A), One-half of agtuacial -7 L
Employees (PERS 2~ costsof PERSS PLUS - .. - ae%
e Qacial Qapiie (B)765%ofsalalyfor i;.. ofsala:ty
plus Social Security) social security and medicare . =
Prepared by

Washington State Patrol Troopers Association
- October 18, 2004 :



Prior to 1999, the level of State retirement contributions for Troopers was equivalent to

~ contributions for other State employees. The State didn’t contribute to Social Security for
Troopers, but it spent more on WSPRS than on PERS. That made sense. In 2001, that one-
third/two-thirds contribution ratio was replaced with a ratio of fifty/fifty. By 2007 Trooper
contribution rates W111 exceed the contractually ﬁxed 7% level

Contrlbutlon Rate Stability for Troopers |

Raising Trooper contribution rates above 7% violates constitutionally protected Trooper pens1on
rights. Restoring the 7% cap and keeping the cost sharing at 50-50 will not provide adequate
funding. The Trooper’s propose:

e Trooper contribution rates capped at 7% - one-third of the current 21% normal cost.
- Long-term contribution ratio of 1/3 - 2/3. Adopt same floor as other plans but with 1/3 —
2/3 cost division. This reinstates the old formula and recognizes the lack of employer
social security contributions.

o Restore equilibrium with 80-20 phase in. Three bienniums of the State paying less than -
its share should be offset with three bienniums of the State paying more. As rates go up

“for the next three biennia, the State should pay 80% of the cost while the Troopers pay

20% of the cost.

Notes -

i 151% Average annual employer contn'butlon to WSPRS since 1963 (7% employee contnbutlon) 13.74%
Average annual employer contributions for other state employees.

- i, RCW 41.45.0631 (Ch. 329, Laws of 2001) enacted the following formula:
L Troopers pay 2% of salary or one-half of retirement cost, whichever is greater
P State pays: _
o Less than Troopers if total cost of system is less than 4%, or
o One-half of retirement cost if total cost exceeds 4%.
iii. Projected WSPRS contrioution rates from the OSA website:
o 2003-05 2005-07 2007-09 2009-11
Troopers | 2.00% 42% | 191%  [893%
Employer | 0.00% 422% | 797% 8.93%

iv. . RCW 41.45.0631; the state makes a Medicare contribution of 1.45% for Troopers employed after July 1,
1986. . :

v. RCW 41.45. 061

Prepared by
Washington State Patrol Troopers Association
October 18, 2004



Transfers from State Patrol Highway Account
to Motor Vehicle Fund

2001-03 SBESTO00| 548,657,000
eoos0s | s20000000°) 868,657,000
200507 | $20,000,000° | $88 657 ooo
2007-09° | - $§25000000] '

2009-11 | - $5,000,000 $1 18 657 ooo
2011-13 | - $15000,000| $133,657,000
2013-15 - $15,000,000 $148,657,000

Discontinuance of the transfer will provide more than enough funding for the
Trooper pension contribution proposal.

Ich. 14, sec.406, laws of 2001 as amended by sec 404, ch. 359, laws of 2002.
2 ch. 360, sec. 405, laws of 2003

*Projected transfers taken from DOT ten-year transportation budget plan submitted to
Governor’s office with 2005-07 DOT budget.

Prepared by
Washington State Trooper’s Assoczatzon
" October 18, 2004
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AN ACT Relating to member contribution rates in the Washington
state patrol retirement system; amending RCW 41.45.0631; providing an
effective date; and declaring an emergency.

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF WASHINGTON:

Sec. 1. RCW 41.45.0631 and 2001 ¢ 329 s 11 are each amended to
read as follows:

Beginning July 1, ((266%)) 2005, the required contribution rate for
members of the Washington state patrol retirementb system shall be
((#we)) seven percent or ((egual—te)) one-third of the ((employer))
rate adopted under RCW 41.45.060 and 41.45.070 for the Washington state
patrol retirement system, whichever is ((greater)) less. In no event

shall the member contribution rate be less than two percent.

NEW SECTIQON. Sec. 2. This act is necessary for the immediate

preservation of the public peace, health, or safety, or support of the-
state government and its existing public institutions, and takes effect
July 1, 2005.

——— END —_—

Code Rev/LL:mos 1 Z2-0191.2/05 2nd draft
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FISCAL NOTE

REQUEST NO.
RESPONDING AGENCY: CODE: DATE: BILL NUMBER:
Office of the State Actuary 035 10/27/2004 Z-0190.2/Z2-0191.2

SUMMARY OF BILL:

This bill impacts the Washington State Patrol Retirement System by changing the contribution rate setting
formula. The bill would establish member contribution rates at 1/3 of the total cost of the system, or 7
percent, whichever is less. However, in no event will the member rate be less than 2 percent. The
employer would then be responsible for paying the remaining costs of the system.

Effective Date: July 1, 2005

CURRENT SITUATION:

Currently the member contribution rate in the Washington State Patrol Retirement System is set at half the
cost of the system or 2 percent, whichever is greater. The employer is then responsible for the remaining
costs of the system. Because of the funding status of the system, member contribution rates have been 2
percent since 2001, and there have been no employer contributions.

MEMBERS IMPACTED:

All 1,079 active members of this system would be affected by this bill.

For members impacted by this bill, there would be no increase in benefits, but there would be a decrease
in member contributions.

ASSUMPTIONS:

The 1/3 member, 2/3 employer split would apply for all years beginning July 1, 2005. The rates are

rounded to two decimal places after multiplying the total rate by 1/3 and 2/3 (for example, the total rate of
9.02% would be split with 3.01% for the member and 6.01% for the employer).

1 O:\Fiscal Notes\2005\2-Drafts\Z2-0190.2.wpd



FISCAL IMPACT:

Description:

This would not change the liabilities of the current plan. It would shift 1/6 of the total contributions from
members to employers. It would also change the cost allocation of any future benefit improvements so
that the members would only be paying for 1/3 instead of 1/2, and the employer would be responsible for
2/3 of the cost instead of 1/2.

Actuarial Determinations:

The bill will impact the actuarial funding of the system by increasing the present value of benefits payable
under the System and the required actuarial contribution rate as shown below:

System: Washington State Patrol (WSP)

(Dollars in Millions} ' Current Increase Total
Actuarial Present Value of Projected Benefits $727 $0 $727
(The Value of the Total Commitment to all Current Members) )
Unfunded Actuarial Accrued Liability $0 $0 $0.
(The Portion of the Plan 1 Liability that is Amortized at 2024)
Unfunded Liability (PBO) ($124) $0 ($124)

(The Value of the Total Commitment to all Current Members
Attributable to Past Service)

Increase in Contribution Rates: (Effective 7/1‘/2005)

Employee (1.50%)
Employer State 1.50%

2 OiFiscal Notes\2005\Z-Drafts\Z-0190.2.wpd



Fiscal Budget Determinations:

As a result of the higher required contribution rate, the increase in funding expenditures is projected to be:

Costs (in Millions):

2005-2007
State:
General Fund
Non-General Fund
Total State
Local Government
Total Employer

_ Total Employee

2007-2009
State:
General Fund
Non-General Fund
Total State
Local Government
Total Employer

Total Employee

2005-2030
State:
General Fund
Non-General Fund
Total State
Local Government
Total Employer

Total Employee

WSP

$0.1
23
$2.4
$0.0
$2.4

($2.4)

$0.3
45
$4.8
$0.0
$4.8

($4.8)

$7.4
1159
$123.3
$0.0
$1233

($123.3)

O:\Fiscal Notes\2005\Z-Drafts\2-0190.2.wpd



STATEMENT OF DATA AND ASSUMPTIONS USED IN PREPARING THIS FISCAL NOTE:

The costs presented in this fiscal note are based on our understanding of the bill as well as generally accepted
actuarial standards of practice including the following:

1. Costs were developed using the same membership data, methods, assets and assumptions as those used in
preparing the September 30, 2003 actuarial valuation report of the Washington State Patrol Retirement System.

2. - As with the costs developed in the actuarial valuation, the emerging costs of the System will vary from those
presented in the valuation report or this fiscal note to the extent that actual experience differs from that projected
by the actuarial assumptions.

3. Additional assumptions used to evaluate the cost impact of the bill which were not used or disclosed in the
actuarial valuation report include the following:

4. The analysis of this bill does not consider any other proposed changes to the system. The combined effect of
several changes to the system could exceed the sum of each proposed change considered individually.

5. This fiscal note is intended for use only during the 2005 Legislative Session.

6. The funding method used for Plan 1 utilizes the Plan 2/3 employer/state rate as the Normal Cost and amortizes
the remaining liability (UAAL) by the year 2024. Benefit increases to Plan 2/3 will change the UAAL in Plan 1.
The cost of benefit increases to Plan 1 increases the UAAL.

7. Plan 2/3 utilizes the Aggregate Funding Method. The cost of Plan 2/3 is spread over the average working
lifetime of the current active Plan 2/3 members.

GLOSSARY OF ACTUARIAL TERMS:

Actuarial Present Value: The value of an amount or series of amounts payable or receivable at various times,
determined as of a given date by the application of a particular set of Actuarial Assumptions (i.e. interest rate, rate of
salary increases, mortality, etc.)

Projected Benefits: Pension benefit amounts which are expected to be paid in the future taking into account such
items as the effect of advancement in age as well as past and anticipated future compensation and service credits.

Normal Cost: Computed differently under different funding methods, the normal cost generally represents the
portion of the cost of projected benefits allocated to the current plan year.

Unfunded Actuarial Accrued Liability (UAAL): The cost of Plan 1 is divided into two pieces:

+  The Normal Cost portion is paid over the working lifetime of the Plan 1 active members. The remaining cost is
called the UAAL.

* The UAAL is paid for by employers as a percent of the salaries of all plan 1, 2 and 3 members until the year
2024, ,

Pension Benefit Obligation (PBO): The portion of the Actuarial Present Value of future benefits aftributable to
service credit that has been earned to date (past service).

Unfunded Liability (Unfunded PBO): The excess, if any, of the Pension Benefit Obligation over the Valuation
Assets. This is the portion of all benefits earned to date that are not covered by plan assets.

4 OiFiscal Notes\2005Z-Drafis\2-0190.2.wpd
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14
15
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AN ACT Relating to member contribution rates in the Washington
state patrol retirement system; amending RCW 41.45.0631 and 41.45.0631;
providing effective dates; and declaring an emergency.

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF WASHINGTON:

rd

Sec. 1. RCW 41.45.0631 and 2001 ¢ 329 s 11 are each amended to
read as follows: _ '

Beginning July 1, ((286%)) 2005, the required contribution rate for
members of the Washington state patrol retirement system shall be two
percent or ((egual—te)) one-fifth of the ( (empteyer)) rate adopted
under RCW 41.45.060 and 41.45.070 for the Washington state patrol
retirement system, whichever is greater. In no event shall the member

contribution rate exceed seven percent.

NEW SECTION. Sec. 2. Section 1 of this act is necessary for the
immediate preservation of the public peace, health, or safety, or
support of the state government and its existing public institutions,
and takes effect July 1, 2005. '

Code Rev/LL:mos 1 Z-0207.2/05 2nd draft
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Sec. 3. RCW 41.45.0631 and 2005 ¢ . . . s 1 (section 1 of this
act) are each amended to read as follows:

Beginning July 1, ((2065)) 2011, the required contribution rate for
members of the Washington state patrol retirement system shall be
((£we)) seven percent or ((eme—fifth)) one-third of the rate adopted
under RCW 41.45.060 and 41.45.070 for the Washington state patrol

retirement system, whichever is ((greater)) less. In no event shall

the member contribution rate ((exeeed-sever)) be less than two percent.

NEW SECTION. Sec. 4. Section 3 of this act takes effect July 1,
2011. ' '

--- END ---

Code Rev/LL:mos 2 Z2-0207.2/05 2nd draft
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DRAFT FISCAL NOTE

REQUEST NO.
RESPONDING AGENCY: CODE: DATE: ~ BILLNUWBER:
Office of the State Actuary 035 10/28/2004 Z-0206.2/2-0207.2
SUMMARY OF BILL:

This bill impacts the Washington State Patrol Retirement System by changing the contribution rate setting
formula. Through June 30, 2011, member contribution rates would be 20 percent of the total cost of the
system, or 2 percent, whichever is greater; the employer would then be responsible for paying the
remaining costs of the system. Beginning July 1, 2011, member contribution rates would be 1/3 of the total
cost of the system, or 7 percent, whichever is less; the employer would then be responsible for paying the
remaining costs of the system. In no event would the member rate be less than 2 percent.

Effective Date: July 1, 2005

CURRENT SITUATION:

Currentiy the member contribution rate in the Washington State Patrol Retirement System is set at halif the
cost of the system or 2 percent, whichever is greater. The employer is then responsible for the remaining
costs of the system. Because of the funding status of the system, member contribution rates have been 2
percent since 2001, and there have been no employer contributions.

MEMBERS IMPACTED:

All 1,079 active members of this system would be affected by fhis bill.

For members impacted by this bill, there would be no increase in benefits, but there would be a decrease
in member contributions.

ASSUMPTIONS:

The 20% member, 80% employer split would apply for 6 years beginning July 1, 2005, and the 1/3
member, 2/3 employer split would apply for all years beginning July 1, 2011. The rates are rounded to two

decimal places after multiplying the total rate by 20% and 80% or 1/3 and 2/3 (for example, a total rate of
19.54% after July 1, 2011 would be split with 6.51% for the member and 13.03% for the employer).

1 O:\Fiscal Notes\2005\Z-Drafts\2-0206.2.wpd



FISCAL IMPACT:
Description:

This would not change the liabilities of the current plan. It would shift about 30% of the total contributions
from members to employers for the first 6 years and 1/6 of the total contributions from members to
employers after that. It would also change the cost allocation of any future benefit improvement. As a
result, in the first 6 years members would pay for about 20% instead of 1/2, and the employer would be
responsible for about 80% of the cost instead of 1/2. After first 6 years, the members would pay for 1/3
instead of 1/2, and the employer would be responsible for 2/3 of the cost instead of 1/2.

Actuarial Determinations:

The bill will impact the actuarial funding of the system by increasing the present value of benefits payable
under the System and the required actuarial contribution rate as shown below:

System: Washington State Patrol (WSP)

(Dollars in Millions) Current Increase Total
Actuarial Present Value of Projected Benefits $727 $0 §727
(The Value of the Total Commitment to all Current Members)
Unfunded Actuarial Accrued Liability $0 $0 $0
(The Portion of the Plan 1 Liability that is Amortized at 2024)
Unfunded Liability (PBO) ($124) $0 ($124)

{The Value of the Total Commitment to all Current Members
Attributable to Past Service)

Increase in Contribution Rates: (Effective 7/1/2005)
Employee (2.51%)
Employer State 2.51%

2 O:\Fiscal Notes\2005\Z-Drafts\Z-0206.2.wpd



Fiscal Budget Determinations:

As a result of the higher required contribution rate, the increase in funding expenditures is projected to be:

Costs (in Millions):

2005-2007
~ State:
General Fund
Non-General Fund
Total State
Local Government
Total Employer

Total Employee

2007-2009
State:
General Fund
Non-General Fund
Total State
Local Government
Total Employer

Total Employee

2005-2030
State:
General Fund
Non-General Fund
Total State
Local Government
Total Employer

Total Employee

WSP

$0.2
3.8
$4.0
$0.0
$4.0

($4.0)

$0.5
8.0
$8.5
$0.0
$8.5

($8.5)

$8.0
125.4
$133.4
$0.0
$133.4

($133.4)

O:\Fiscal Notes\2005\Z-Drafts\Z-0206.2.wpd



STATEMENT OF DATA AND ASSUMPTIONS USED IN PREPARING THIS FISCAL NOTE:

The costs presented in this fiscal note are based on our understanding of the bill as well as generally accepted
actuarial standards of practice including the following:

1. Costs were developed using the same membership data, methods, assets and assumptions as those used in
preparing the September 30, 2003 actuarial valuation report of the Washington State Patrol Retirement System.

2. As with the costs developed in the actuarial valuation, the emerging costs of the System will vary from those
presented in the valuation report or this fiscal note to the extent that actual experience differs from that projected
by the actuarial assumptions.

3. Additional assumptions used to evaluate the cost impéct of the bill which were not used or disclosed in the
actuarial valuation report include the following:

4. The analysis of this bill does not consider any other proposed changes to the system. The combined effect of
several changes to the system could exceed the sum of each proposed change considered individually.

5. This fiscal note is intended for use only during the 2005 Legislative Session.

6. The funding method used for Plan 1 utilizes the Plan 2/3 employer/state rate as the Normal Cost and amortizes
the remaining liability (UAAL) by the year 2024. Benefit increases to Plan 2/3 will change the UAAL in Plan 1.
The cost of benefit increases to Plan 1 increases the UAAL.

7. Plan 2/3 utilizes the Aggregate Funding Method. The cost of Plan 2/3 is spread over the average working
lifetime of the current active Plan 2/3 members.

GLOSSARY OF ACTUARIAL TERMS:

Actuarial Present Value: The value of an amount or series of amounts payable or receivable at various times,
determined as of a given date by the application of a particular set of Actuarial Assumptions (i.e. interest rate, rate of
salary increases, mortality, etc.)

Projected Benefits: Pension benefit amounts which are expected to be paid in the future taking into account such
items as the effect of advancement in age as well as past and anticipated future compensation and service credits.

Normal Cost: Computed differently under different funding methods, the normal cost generally represents the
portion of the cost of projected benefits allocated to the current plan year.

Unfunded Actuarial Accrued Liability (UJAAL): The cost of Plan 1 is divided into two pieces:

+  The Normal Cost portion is paid over the working lifetime of the Plan 1 active members. The remaining cost is
called the UAAL. '

+ The UAAL is paid for by employers as a percent of the salaries of all plan 1, 2 and 3 members until the year
2024.

Pension Benefit Obligation (PBO): The portion of the Actuarial Present Value of future benefits attributable to
service credit that has been earned to date (past service).

Unfunded Liability (Unfunded PBO): The excess, if any, of the Pension Benefit Obligation over the Valuation
Assets. This is the portion of all benefits earned to date that are not covered by plan assets.

4 O:Fiscal Notes\2005\-Drafts\z-0206.2.wpd



Select Committee on Pension Policy
LEOFF 1 Survivor Benefits

(October 27, 2004)

Proposal Allow a LEOFF 1 member to designate a spouse
from a post-retirement marriage as a beneficiary
even if there is a qualified ex-spouse receiving a
portion of the member’s retirement benefit under
a court approved property settlement.

Staff Robert Wm. Baker, Senior Research Analyst
(360) 586-9237

Members Impacted As of the 2003 valuation, there were 991 active
members, 6,870 retirees, and 1,184 survivors in
LEOFF 1.

Current Situation Members who marry after retirement may

designate their new spouse as a beneficiary
during a one-year window that begins one year
after the date of marriage. To make such a
designation, there may not be a qualified ex-
spouse receiving a portion of the member’s
retirement benefit under a court approved
property settlement. To receive this benefit the
member’s allowance is actuarially reduced.

History

HB 3173 was introduced in the 2004 legislative session. It would have allowed
a spouse from a post-retirement marriage to receive survivor benefits even
though there was a qualified ex-spouse already receiving benefits. The bill did
not receive a hearing.

SCPP Executive Committee
0ASCPP\IO0A\1-9-04 Eyec\LEORF § Survivor Benefit wpd
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Select Committee on Pension Policy

Policy Analysis

Implicit retirement policies outlined by the former Joint Committee on Pension
Policy state that “Pension benefits should meet the needs of employees,
retirees, and employers within available resources,” and “Retirees should have
more flexibility in determining the form and timing of their benefit.” The
provisions allowing ex-spouses and spouses from post-retirement marriages to
receive survivor benefits are based on these policies. Any expansion of
eligibility for multiple survivors to receive fractional benefits would be in
keeping with these policies.

Executive Committee Recommendation

Forward the bill to the full committee for consideration.

Bill (Draft)

Attached

Administrative Impact

DRS fiscal note attached

Fiscal Note (Draft)

Attached

SCPP Executive (ommittee
0:ASCPP\IOOA\I(-9-04 Exec\LEOKF 1 Survivor Benefit wpd
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AN ‘ACT Relating to choosing a reduced-retirement allowance under
the law enforcement officers' and fire fighters' retirement system,
plan 1; amending RCW. 41.26.164; and declaring an emergency.

"BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF WASHINGTON:

Sec. 1. RCW 41.26.164 and 2002 c 158 s 4 are each amended to read
as follows: _ ' | '

(1) No later than July 1, ((2663)) 2005, the department shall adopt
fules to allow a member who meets the criteria set forth in subsection
(2) of this section to choose an actuarially equivalent benefit that

'pays the member a reduced retirement.alIOWance and upon death, such

portion of the member's reduced retirement allowance as the department
by rule designates shall be continued throughout the life of a spouse
ineligible for survivor benefits under RCW 41.26.160 or 41.26.161.

(2) To choose an actuarially equivalent benefit according to
subsection (1) of this section, a member shéll:

(a) Have a portion of the retirement allowance payable to the

retiree that is not subject to periodic payments pursuant to a property

division obligation as provided for in RCW 41.50.670;

(b) Have no qualified ex spouse under RCW 41.26.162(1); and

Code Rev/LL:rmh 1 Z—-0201.1/05
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(c) Choose an actuarlally reduced beneflt durlng a one year perlod |
beginning one year after the date of marrlage to the surv1vor benef1t~ '
ineligible spouse. ' s R |

(3) A member who married a spouse 1ne11g1ble for surv1vor beneflts-;
under RCW 41.26.160 or 41.26.161 prior to the effectlve date of thet”

rules adopted under this section and satlsfles the condltlons of -

subsectlon (2) (a) and (b) of this section has one year to de51gnate
their spouse as a survivor benef1c1ary following the adoptlon of the-,"
rules. _ ' R »

(4) No benefit provided to a child survivor'beneficiary_under RCW
41.26.160 or 41.26.161 is affected or reduced by theimemherfsfselectiOn
of the actuarially reduced spousal surVivor benefitfproVided.by‘this
section. ' L o

(5) (a) Any member - who chose to receive a reduced retlrement
allowance under subsection (1) of this section is entltled to receive
a retirement allowance adjusted 1n accordance w1th (b) of thlS
subsection if: | _ _”'

(i) The retlree S survivor spouse designated in. subsectlon (1)lof
this sectlon prédeceases the retiree; and o ‘ '

(ii) The retiree provides to the department proper proof of the‘
designated beneficiary's death. _ » R o

(b) The retirement allowance payable to the _retiree'.fromi'the
beginning of the month following the date of the ((benefieiaries
+benef}eiafyLs+)) beneficiary's death shall be fincreased‘ by the

'fOllOWlng

(i) One hundred percent. multlplled by the result of (b)(ll) of thls
subsection converted to a percent; _
(ii) Subtract one from the reciprocal of the approprlate 301nt and'

survivor optlon factor

NEW SECTION. Sec. 2. This act is necessary for the :meedlate
preservation of the public peace, health or safety, or support of the
state government and its existing public 1nstitutions,_and-takeS'effect

immediately.

--- END ---
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FISCAL NOTE

REQUEST NO.
RESPONDING AGENCY.: CODE: DATE: BILL NUMBER:
Office of the State Actuary 035 10/27/04  Z-0200.1/Z-0201.1

SUMMARY OF BILL:

This bill impacts the Law Enforcement Officers’ and Fire Fighters’ Retirement System Plan 1. It amends
the plan provision relating to survivor benefits under RCW 41.26.164, which provides an optional reduced
retirement allowance with survivor benefits to spouses that are ineligible for survivor benefits under other
plan provisions. The bill changes one of the criteria for allowing a member to choose this retirement
option. Under this legislation, the member could select the option as long as there is some portion of his or
her retirement benefit that is not subject to a property division pursuant to a domestic relations order.
Currently, any division would defeat the member's ability to select this option.

Effective Date: Immediately upon passage.

CURRENT SITUATION:

Currently a member desiring to choose this option shall “have the retirement allowance payable to the
retiree not subject to periodic payments pursuant to a property division obligation as provided for in RCW
41.50.670." This language is broad enough to suggest that the presence of any such division would defeat

the member’s ability to choose this option. With the new language, the member could choose this option
s0 long as there is a portion of the retirement allowance that is not subject to division.

MEMBERS IMPACTED:

This bill would impact LEOFF 1 members who have or will have a domestic relations order that applies to
their benefit. We estimate that this bill could potentially affect all members of the LEOFF 1 system.

ASSUMPTIONS:

We assume that the value of the reduced benefit under this option will be actuarially equivalent to the
unreduced benefit.

FISCAL IMPACT:

None.

1 O:\Fiscal Notes\2008\2-Drafts\Z-0200.1.wpd




Individual State Agency Fiscal Note

Bill Number: 3173 HB Title: LEOFFRS/reduced retirement Agency:  124-Department of
Retirement Systems
Part I: Estimates
D No Fiscal Impact
Estimated Cash Receipts to:
FUND
Total $
Estimated Expenditures from:
FY 2004 FY 2005 2003-05 2005-07 2007-09
FTE Staff Years 04 0.0 0.2 0.0 0.0
Fund
Department of Retirement Systems 77,516 0 77,516 0 0
Expense Account-State 600-1
Total § 77,516 0 77,516 0 0

The cash receipts and expenditure estimates on this page represent the most likely fiscal impact. Factors impacting the precision of these estimates,
and alternate ranges (if appropriate), are explained in Part II.

Check applicable boxes and follow corresponding instructions:

|:| If fiscal impact is less than $50,000 per fiscal year in the current biennium or in subsequent biennia, complete this page only (Part I).

If fiscal impact is greater than $50,000 per fiscal year in the current biennium or in subsequent biennia, complete entire fiscal note
form Parts [-V.

D Capital budget impact, complete Part IV.

Requires new rule making, complete Part V.

Legislative Contact: Phone: Date: (02/03/2004
Agency Preparation:  Dorothy Bailey Phone: (360) 664-7069 Date: (2/03/2004
Agency Approval: John Charles Phone: Date: (02/06/2004
OFM Review: Doug Jenkins Phone: 360-902-0563 Date: 02/06/2004
Request # 04-041-1
Form FN (Rev 1/00) 1 Bill # 3173 HB



Part II: Narrative Explanation

IL. A - Brief Description Of What The Measure Does That Has Fiscal Impact

Briefly describe, by section number, the significant provisions of the bill, and any related workload or policy assumptions, that have revenue or
expenditure impact on the responding agency.

Currently if a Law Enforcement Officers’ and Fire Fighters’ (LEOFF) Retirement System Plan 1 member has a
court-approved property settlement agreement that awarded a portion of the member’s retirement benefit to an ex-spouse,
the member cannot designate a survivor benefit for a new spouse if the marriage was after retirement. This legislation
will allow that option upon meeting defined criteria.

This bill is effective July 1, 2004.
II. B - Cash receipts Impact

Briefly describe and quantify the cash receipts impact of the legislation on the responding agency, identifying the cash receipts provisions by section
number and when appropriate the detail of the revenue sources. Briefly describe the factual basis of the assumptions and the method by which the
cash receipts impact is derived. Explain how workload assumptions franslate into estimates. Distinguish between one time and ongoing functions.

No impact.

11. C - Expenditures

Briefly describe the agency expenditures necessary to implement this legislation (or savings resulting from this legislation), identifying by section
number the provisions of the legislation that result in the expenditures (or savings). Briefly describe the factual basis of the assumptions and the
method by which the expenditure impact is derived. Explain how workload assumptions translate info cost estimates. Distinguish between one time
and ongoing functions.

See attached.

Part III: Expenditure Detail
II1. A - Expenditures by Object Or Purpose

FY 2004 FY 2005 2003-05 2005-07 2007-09
FTE Staff Years 0.4 0.00 0.2
A-Salaries and Wages 14.940 14,940
B-Employee Benefits 3436 3,436
C-Personal Service Contracts
E-Goods and Services 59.140 59,140
G-Travel
J-Capital Outlays
M-Inter Agency/Fund Transfers
N-Grants, Benefits & Client Services
P-Debt Service
S-Interagency Reimbursements
T-Intra-Agency Reimbursements
Total: $77,516 $0 $77,516 $0 $0

IIL. B - Detail: List FTEs by classification and corresponding annual compensation. Totals need to agree with total FTEs in Part

and Part ITIA
Job Classification Salary FY 2004 FY 2005 2003-05 2005-07 2007-09
Public Info Officer 2 45816 00 0.0
Retirement Sves Analyst 3 42,588 03 0.2
Retirement Svcs Analyst 4 45816
Total FTE's 0.4 0.2 0.0

Part IV: Capital Budget Impact

No impact.

Request # 04-041-1
Form FN (Rev 1/00) 2 Bill # 3173 HB



Part V: New Rule Making Required

Identify provisions of the measure that require the agency to adopt new administrative rules or repeal/revise existing rules.

Rules are needed to specify the option choices.

Request # 04-041-1
Form FN (Rev 1/00) 3 Bill # 3173 HB



Il. C - Expenditures

Briefly describe the agency expenditures necessary to implement this legislation (or savings resulting from this legislation), identifying
by section number the provisions of the legislation that result in the expenditures (or savings). Briefly describe the factual basis of the
assumptions and the method by which the expenditure impact is derived. Explain how workload assumptions franslate into cost
estimates. Distinguish between one time and ongoing functions.

Administrative Assumptions

o The survivor option will apply to service and disability retirees.

e The survivor options that may be selected are:

e Option 2 — joint and 100% survivorship
e Option 3 — joint and 50% survivorship
e Option 4 — joint and 66.67% survivorship
e The retiree must not have a qualifying ex-spouse under RCW 41.26. 162(1) that:
e Has a court order entered after retirement and before December 31, 1979,
e Was married to the member at least 30 years, including;
e Was married at least 20 years prior to the member’s retirement or separation from service.

e A retiree who married prior to July 1, 2004, has until June 30, 2005 to choose the reduced benefit for the
spouse.

e A retiree who marries on or after July 1, 2004, must make the election within one year after the first
anniversary of the marriage.

e Upon the death of the member, the portion of the member’s reduced retirement allowance under RCW
41.26.164 will continue to be paid throughout the life of the spouse ineligible for survivor benefits under
RCW 41.26.160 or 41.26.161 based on the benefit selected by the member.

e The benefit provided to a surviving child is not affected by the member’s choice of the spousal survivor
option.

Benefits Unit

DRS estimates there are 161 retirees with property division orders who may be eligible to choose this new
spousal survivor benefit. We anticipate telephone calls regarding the survivor benefit and requests for benefit
estimates to reflect the reduced amount. Staff time is needed to recalculate benefits, create and update rules,
identify business requirements, participate in user acceptance testing and train RSD staff.

e Manage telephone calls

e Prepare benefit estimates

e Define business requirements for the automated systems

e Conduct user acceptance testing of automated system modifications

e Update the Retirement Services Division (RSD) Online Operations Manual

¢ Conduct staff training

e Update policies and procedures

Retirement Services Analyst 3 — 685 hours (salaries/benefits) $17.189
Total Estimated Benefits Unit Costs $17,189

Member/Retiree Communications

All LEOFF Plan 1 members will receive notification of the new benefit. A letter will be developed and mailed
to all retirees, while active members will receive notification via standard agency communications. The web
versions of the LEOFF Plan 1 Member Handbook and the “How Can a Property Division Affect my Retirement
Account?” brochure will be updated to reflect the new legislation. Updates to the paper versions will be
completed during their normal printing cycle. Retirement seminars and pensioh workshop materials will also
be updated to provide the new information.

OFM Form FN (Rev 1/00) Request # 04-041
Last Date/Time Updated 02/06/04 8:40 am Bill # HB 3173



Postage and envelops for retiree letter (8,100 letters)

Public Information Officer 2 — 40 hours (salaries/benefits)
Retirement Services Analyst 4 — 4 hours (salaries/benefits)
Total Estimated Member/Retiree Communications Costs

Automated Systems

$3,240
$1,080

$107
$4,427

The Department of Retirement Systems’ automated systems will require modifications to the flexible survivor
modules to allow LEOFF Plan 1 retirees to choose a reduced retirement allowance.

Programmer time of 520 hours @ $95 per hour
DIS cost* of $500 per week for 13 weeks
Total Estimated Automated Systems Costs

$49,400

$6.500

$55,900

*cost for mainframe computer processing time and resources at the Department of Information Services

ESTIMATED TOTAL COST TO IMPLEMENT THIS BILL:

_ 2003-05
BENEFITS UNIT $17,189
MEMBER COMMUNICATIONS $4,427
AUTOMATED SYSTEMS $55.900
ESTIMATED TOTAL COSTS $77,516

OFM Form FN (Rev 1/00)
Last Date/Time Updated 02/06/04 8:40 am

2005-07
$0
$0
$0
$0

2007-09
$0
$0
$0
$0

Request # 04-041
Bill # HB 3173



Select Committee on Pension Policy
LEOFF 1 Disability Boards

(October 27, 2004)

Proposal

Staff

Members Impacted

Current Situation

Hovember 9 3004

Clarify the qualifications of active or retired
LEOFF members eligible to serve on county
disability boards and the LEOFF 1 members who
are eligible to vote for those board members.
And if there are either no LEOFF 1 fire fighters
or law enforcement officers qualified to vote, the
remaining eligible law enforcement officers or
fire fighters will elect a second board member.

Robert Wm. Baker, Senior Research Analyst
(360) 586-9237

As of the 2003 valuation, there were 991 active
members, 6,870 retirees, and 1,184 survivors in
LEOFF 1.

Each city with a population of 20,000 or more
has a LEOFF 1 disability board comprised of:

. 2 members of the city legislative body

. 1 active or retired fire fighter

. 1 active or retired law enforcement officer
. 1 member from the public at large.

Each county has a LEOFF 1 disability board for

- those members not covered by a city disability

board. Each county disability board is
comprised of:

. 1 member of the county legislative body

. 1 member of a city or town legislative body
(under 20,000 population.)

. 1 active or retired fire fighter

. 1 active or retired law enforcement officer

. 1 member from the public at large.

SCPP Full Committee Page fof 1
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Selact Comimittee on Pension Policy

History

Companion bills HB 3114 and SB 6355 were introduced in the 2004 legislative
session. The bills would have clarified the qualifications of the active or retired
LEOFF members eligible to serve on the county disability board and the LEOFF
1 members eligible to vote for those board members. The bills also provided
that if there were either no LEOFF 1 fire fighters or law enforcement officers
eligible to vote, the remaining eligible law enforcement officers or fire fighters
would elect a second board member. Neither bill was forwarded from its
respective fiscal committee.

Policy Analysis

Each LEOFF 1 disability board is required to have two LEOFF members - they
do not have to be LEOFF 1 members. This legislation does not establish any
new policies in regards to that membership but merely fine-tunes the disability

board membership provisions in light of the declining number of eligible LEOFF
1 voting members.

Executive Committee Recommendation

Forward the bill to the full committee for consideration.

Bill (Draft)

Attached

Fiscal Note (Draft)

Attached

SCPP Full Committee
ASEPPA004\(1-9-04 FulNLEOF { Disabitity Board wpd

Hoverier 9 1004 Page 101



AN ACT Relating to city and county disability boards; amending RCW
41.26.110; and declaring an emergency.

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF WASHINGTON:

Sec. 1. RCW 41.26.110 and 2003 c 30 s 3 are each amended to read
as follows: _ . : |

(1) All claims for -disability shall be acted upon and either
approved or disapproved by either type of disability board authorized
to be created in this section.

(a) Each city having a population of twenty thousand or more shall
establish a disability board having jurisdiction over all members
employed by those cities and composed of the following five members:
Two members of the city legislative body to be appointed by the mayor;
one active or fetired fire fighter employed by or retired from the city
to be elected by the fire fighters employed by or retired from the city
who are subject to the jurisdiction Qf the board; one active or retired
law enforcement officer employed by or retired from the city to be
elected by the law enforcement officers employed by or retired from the
city who are subject to the jurisdiction of the board; and one member
from the public at large who resides within the city to be appointed by

Code Rev/LL:rmh 1 . 2-0199.1/05
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the other four members designated in this subsection. Only those
active or retired fire fighters and law enforcement officers who are
subject to the jurisdiction of the board have the right to elect under
this section. All fire fighters and law enforcement officers employed
by or retired from the city are eligible for election. Each of the
elected members shall serve a two year term. The members appointed
pursuant to this subsection shall serve for two year terms: PROVIDED,
That cities of the first class only, shall retain existing firemen's
pension boards established pursuant to RCW 41.16.020 and existing
boards of trustees of the relief and pension fund of the police
department as established pursuant to RCW 41.20.010 which such boards
shall have authority to act upon and approve or disapprove claims for
disability by fire fighters or law enforcement officers as provided
under the Washington law enforcement officers' and fire fighters'
retirement system act. |

(b) Each county shall establish a disability board having
jurisdiction over all members ((residing—in—the—ceunty)) emploved by or
retired from an emplover within the county and not employed by a city
in which a disability board is established.  The county disability
board so created shall be composed of five members to be chosen as
follows: One member of the legislative body of the county to be
appointed by the county legislative body; one member of a city or town
legislative body located within the county which does not contain a
city disability board established pursuant to subsection (1) (a) of this
section to be chosen by a majority of the mayors of such cities and

" towns within the county which does not contain a city disability board;

one active fire fighter or retired fire fighter employed by or retired
from an emplover within the county to be elected by the fire fighters

employed or retired ((4w)) from an emplover within the county who are
not employed by or retired from a city in which a disability board is
established and who are subject to the jurisdiction of ((£he)) that
board; one law enforcement officer or retired law enforcement officer
employed by or retired from an employer within the county to be elected

by the law enforcement officers employed . in or retired from an emplover

within the county who are not employed by or retired from a city in
which a disability board is established and who are subject to the
jurisdiction of ((£he)) that board; and one member from the public at
large who resides within the county but does not reside within a city

Code Rev/LL:rmh 2 Z-0199.1/05
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in which a city disability board is established, to be appointed by the

‘other four members designated in this subsection. However, in counties

with a population 1less than sixty thousand, the member of the
disability board appointed by a majority of the mayors of the cities
and towns within the county that do not contain a city disability board
must be a'resident of one of the cities and towns but need not be a
member of a city or town legislative body. Only those active or
retired fire fighters and law enforcement officers who are subject to
the jurisdiction of the board have the right to elect under this
section. All fire fighters and law enforcement officers employed by or
retired from an emplover within the county who are not employed by or
retired from a city in which a disability board is established are
eligible for election. All members appointed or elected pursuant to
this subsection shall serve for two year terms. If there are no fire
fighters under the -jurisdiction of the board eligible to vote, a second
eligible emplovee representative shall be elected by the law
enforcement officers eligible to vote. If there are no law enforcement
officers under the jurisdiction of the board eligible to vote, a second

eligible representative shall be elected by the fire fighters eligible

to vote. ‘

(2) The members of both the county and city disability boards shall
not receive compensation for their service upon the boards but the
members shall be reimbursed by their respective county or city for all
expenses incidental to such service as to the amount authorized by law.

(3) The disability boards authorized for establishment by this
section shall perform all functions, exercise all powers, and make all
such determinations as specified in this chapter.

NEW SECTION. Sec. 2. This act is necessary for the immediate
preservation of the public peace, health, or safety, or support of the
state government and its existing public institutions, and takes effect

immediately.

——— END ---
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FISCAL NOTE

REQUEST NO.
RESPONDING AGENCY: CODE: DATE: BILL NUMBER:
Office of the State Actuary 035 10/27/04  Z-0198.1/ 2-0199.1

SUMMARY OF BILL:

This bill impacts the Law Enforcement Officers’ and Firefighters’ Retirement System (LEOFF) Plan 1. The
bill addresses jurisdiction, disability board membership and efigibility to vote for member representatives on
the board. The proposed legislation provides that the jurisdiction of the county disability boards applies to
all members employed by or retired from an employer within the county and not employed by a city in
which a disability board is established. It also clarifies that to serve on the county disability board, a fire
fighter or law enforcement officer must be employed by or retired from an employer within the county and
not be employed by or retired from a city in which a disability board is established. Those voting for
employee representatives on the county disability board must be employed by or retired from an employer
within the county and not employed by or retired from a city in which a disability board is established.
Finally, the bill addresses the election of the firefighter and law enforcement officer positions on the board
and adds the following new provisions: a) if there are no firefighters eligible to vote, a second eligible
member representative shall be elected by the law enforcement officers eligible to vote, and b) if there are
no law enforcement officers eligible to vote, a second member representative shall be elected by the fire
fighters eligible to vote.

Effective Date: Immediately upon passage.

CURRENT SITUATION:

Currently the county disability board’s jurisdiction extends to “all members residing in the county” and not
employed by a city in which a disability board is established. The provision that the members be employed
by or retired from an employer within the county is not included in the current law. To serve on the
disability board, the current law requires mere residence in the county for the firefighter and police officer
representatives, whereas the proposed law requires that the employee representatives be “employed by
or retired from an employer within the county”, and that they not be “employed by or retired from a city in
which a disability board is established.” '

The current law allows all fire fighters and law enforcement officers employed or retired from the county
who are not employed by or retired from a city in which a disability board is established and who are
subject to the jurisdiction of the board to vote for member representation on the boards. The proposed law
adds the requirement that the voting member be employed by or retired from an employer within the
county who are not employed by or retired from a city in which a disability board is established and who
are subject to the jurisdiction of “that” board.

FISCAL IMPACT:

None.

1 OnFiscal Notes\2005Z-Drafts\Z-0198.1.wpd



Total Fiscal Impact of 2004 SCPP Proposals
(Cost in Millions)

2005-7 2005-7 2005-7 2005-7 2005-7 2005-7
GF-S GF-S Local Local Total ER Total ER
Low High Low High Low High
Plan 3 Vesting
PERS $0.5 $0.5 $1.2 $1.2 $2.5 $2.5
TRS $2.4 $24 $0.5 $0.5 $2.9 $2.9
SERS $1.5 $1.5 $1.3 $1.3 $2.8 $2.8
Total $4.4 $4.4 $3.0 $3.0 $8.2 $8.2
Opt In/Opt Out; Age 70 1/2
PERS $0.8 $0.8 $1.9 $1.9 $4.0 $4.0
TRS $0.0 $0.0 $0.0 $0.0 $0.0 $0.0
SERS $0.4 $0.4 $0.4 $0.4 $0.8 $0.8
Total $1.2 $1.2 $2.3 $2.3 $4.8 $4.8
$1,000 Minimum Benefit
Expanded Eligibility and/or Indexed
PERS $0.2 $0.3 $0.5 $0.7 $1.1 $1.5
TRS $0.7 $1.1 $0.1 $0.2 $0.8 $1.3
SERS $0.1 $0.2 $0.1 $0.1 $0.2 $0.3
Total $1.0 $1.6 $0.7 $1.0 $2.1 $3.1
Deferred Rate Increases
PERS ($55.9)  ($55.9) ($131.5) ($131.5) ($279.7) ($279.7)
TRS ($29.4)  ($29.4) ($6.0) ($6.0) ($35.4)  ($35.4)
SERS ($23.5)  ($23.5) ($20.8)  ($20.8) ($44.3)  ($44.3)
Total ($108.8) ($108.8) ($158.3) ($158.3) ($359.4) ($359.4)
Rule of 90
All service or prospective only
PERS $8.6 $18.1 $20.2 $42.5 $43.0 $90.4
TRS $40.5 $66.6 $8.3 $13.6 $48.8 $80.2
SERS $3.7 $7.7 $3.2 $6.8 $6.9 $14.5
Total $52.8 $92.4 $31.7 $62.9 $98.7 $185.1
TRS Out-of-State Service
Maximum 5 to 10 years
TRS $6.2 $12.4 $1.3 $2.5 $7.5 $14.9
LEOFF 1 Benefit Cap*
Increase or remove
LEOFF 1 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0
State Patrol Rate Stability
1/3, 2/3 or 20/80
WSP $0.1 $0.2 $0.0 $0.0 $24 $4.0
Total
PERS ($45.8)  ($36.2) ($107.7)  ($85.2) ($229.1) ($181.3)
TRS $20.4 $53.1 $4.2 $10.8 $24.6 $63.9
SERS ($17.8)  ($13.7) ($15.8)  ($12.2) ($33.6) ($25.9)
LEOFF 1 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0
WSP $0.1 $0.2 $0.0 $0.0 $2.4 $4.0
All Systems ($43.1) $3.4 ($119.3)  ($86.6) ($235.7)  ($139.3)

No Fiscal Impact: Indeterminate Fiscal Impact**:
PERS/TRS/SERS Interruptive Military Service
TRS Part Time ESAs

TRS In-State Service Purchase

LEOFF 1 Survivor Benefits

LEOFF 1 Disability Boards

SCPP Executive Committee Membership

PERS/TRS/SERS Post-Retirement Employment
LEOFF 1 Ex-spouse Survivor

Undefined Proposals:

PERS/TRS/SERS Gain Sharing Changes
PERS/TRS/SERS Retiree Health Insurance

* Costs shown for the LEOFF 1 benefit cap are based on the 2002 valuation.
** Proposals with an indeterminate fiscal impact may or may not have a cost, but the cost impact has not been determined.

Office of the State Actuary 11/16/2004
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Total Fiscal Impact of 2004 SCPP Proposals
(Cost in Millions)

2007-9 2007-9 2007-9 2007-9 2007-9 2007-9
GF-S GF-S Local Local Total ER Total ER
Low High Low High Low High
Plan 3 Vesting
PERS $0.7 $0.7 $1.7 $1.7 $3.6 $3.6
TRS $2.9 $2.9 $0.6 $0.6 $3.5 $3.5
SERS $2.0 $2.0 $1.8 $1.8 $3.8 $3.8
Total $5.6 $5.6 $4.1 $4.1 $10.9 $10.9
Opt In/Opt Out; Age 70 1/2
PERS $1.0 $1.0 $2.3 $2.3 $4.9 $4.9
TRS $0.0 $0.0 $0.0 $0.0 $0.0 $0.0
SERS $0.4 $0.4 $0.4 $0.4 $0.8 $0.8
Total $1.4 $1.4 $2.7 $2.7 $5.7 $5.7
$1,000 Minimum Benefit
Expanded Eligibility and/or Indexed
PERS $0.2 $0.4 $0.6 $0.8 $1.2 $1.8
TRS $0.6 $0.8 $0.1 $0.2 $0.7 $1.0
SERS $0.1 $0.2 $0.1 $0.2 $0.2 $0.4
Total $0.9 $1.4 $0.8 $1.2 $2.1 $3.2
Deferred Rate Increases
PERS $68.6 $68.6 $161.3 $161.3 $343.1 $343.1
TRS $27.6 $27.6 $5.7 $5.7 $33.3 $33.3
SERS $24.3 $24.3 $21.5 $21.5 $45.8 $45.8
Total $120.5 $120.5 $188.5 $188.5 $422.2 $422.2
Rule of 90
All service or prospective only
PERS $10.5 $20.4 $24.6 $48.0 $52.3 $102.1
TRS $45.2 $70.8 $9.3 $14.5 $54.5 $85.3
SERS $4.4 $8.4 $3.9 $7.4 $8.3 $15.8
Total $60.1 $99.6 $37.8 $69.9 $115.1 $203.2
TRS Out-of-State Service
Maximum 5 to 10 years
TRS $6.9 $13.8 $1.4 $2.8 $8.3 $16.6
LEOFF 1 Benefit Cap*
Increase or remove
LEOFF 1 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0
State Patrol Rate Stability
1/3, 2/3 or 20/80
WSP $0.3 $0.5 $0.0 $0.0 $4.8 $8.5
Total
PERS $81.0 $91.1 $190.5 $214.1 $405.1 $455.5
TRS $83.2 $115.9 $17.1 $23.8 $100.3 $139.7
SERS $31.2 $35.3 $27.7 $31.3 $58.9 $66.6
LEOFF 1 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0
WSP $0.3 $0.5 $0.0 $0.0 $4.8 $8.5
All Systems $195.7 $242.8 $235.3 $269.2 $569.1 $670.3
No Fiscal Impact: Indeterminate Fiscal Impact**:
PERS/TRS/SERS Interruptive Military Service PERS/TRS/SERS Post-Retirement Employment
TRS Part Time ESAs LEOFF 1 Ex-spouse Survivor
TRS In-State Service Purchase
LEOFF 1 Survivor Benefits Undefined Proposals:
LEOFF 1 Disability Boards
SCPP Executive Committee Membership PERS/TRS/SERS Gain Sharing Changes

PERS/TRS/SERS Retiree Health Insurance

* Costs shown for the LEOFF 1 benefit cap are based on the 2002 valuation.
** Proposals with an indeterminate fiscal impact may or may not have a cost, but the cost impact has not been determined.

Office of the State Actuary 0:\SCPP\2004\11-9-04 Exec\fiscal impact of proposals 11 4 2004.xIs 11/16/2004



Total Fiscal Impact of 2004 SCPP Proposals
(Cost in Millions)

25Year 25 Year 25Year 25 Year 25 Year 25 Year
GF-S GF-S Local Local Total ER Total ER
Low High Low High Low High
Plan 3 Vesting
PERS $27.3 $27.3 $64.2 $64.2 $136.6 $136.6
TRS $85.9 $85.9 $17.6 $17.6 $103.5 $103.5
SERS $71.7 $71.7 $63.6 $63.6 $135.3 $135.3
Total $184.9 $184.9 $145.4 $145.4 $375.4 $375.4
Opt In/Opt Out; Age 70 1/2
PERS $15.5 $15.5 $36.3 $36.3 $77.3 $77.3
TRS $0.0 $0.0 $0.0 $0.0 $0.0 $0.0
SERS $4.3 $4.3 $3.8 $3.8 $8.1 $8.1
Total $19.8 $19.8 $40.1 $40.1 $85.4 $85.4
$1,000 Minimum Benefit
Expanded Eligibility and/or Indexed
PERS $0.4 $5.2 $1.1 $12.1 $2.3 $25.8
TRS $1.7 $10.7 $0.3 $2.2 $2.0 $12.9
SERS $0.2 $2.6 $0.2 $2.3 $0.4 $4.9
Total $2.3 $18.5 $1.6 $16.6 $4.7 $43.6
Deferred Rate Increases
PERS $12.7 $12.7 $29.8 $29.8 $63.4 $63.4
TRS $9.8 $9.8 $2.0 $2.0 $11.8 $11.8
SERS $5.6 $5.6 $5.0 $5.0 $10.6 $10.6
Total $28.1 $28.1 $36.8 $36.8 $85.8 $85.8
Rule of 90
All service or prospective only
PERS $241.4 $325.1 $567.3 $764.0 $1,207.0 $1,625.6
TRS $1,003.2 $1,250.9 $205.4 $256.2 $1,208.6 $1,507.1
SERS $100.4 $130.1 $89.0 $115.4 $189.4 $245.5
Total $1,345.0 $1,706.1 $861.7  $1,135.6 $2,605.0 $3,378.2
TRS Out-of-State Service
Maximum 5 to 10 years
TRS $153.1 $306.0 $31.3 $62.7 $184.4 $368.7
LEOFF 1 Benefit Cap*
Increase or remove
LEOFF 1 $53.7 $63.8 $1.6 $1.6 $55.3 $65.4
State Patrol Rate Stability
1/3, 2/3 or 20/80
WSP $7.4 $8.0 $0.0 $0.0 $123.3 $133.4
Total
PERS $297.3 $385.8 $698.7 $906.4 $1,486.6 $1,928.7
TRS $1,253.7 $1,663.3 $256.6 $340.7 $1,510.3 $2,004.0
SERS $182.2 $214.3 $161.6 $190.1 $343.8 $404.4
LEOFF 1 $53.7 $63.8 $1.6 $1.6 $55.3 $65.4
WSP $7.4 $8.0 $0.0 $0.0 $123.3 $133.4
All Systems $1,794.3 $2,335.2 $1,118.5  $1,438.8 $3,519.3 $4,535.9
No Fiscal Impact: Indeterminate Fiscal Impact**:
PERS/TRS/SERS Interruptive Military Service PERS/TRS/SERS Post-Retirement Employment
TRS Part Time ESAs LEOFF 1 Ex-spouse Survivor
TRS In-State Service Purchase
LEOFF 1 Survivor Benefits Undefined Proposals:
LEOFF 1 Disability Boards
SCPP Executive Committee Membership PERS/TRS/SERS Gain Sharing Changes

PERS/TRS/SERS Retiree Health Insurance

* Costs shown for the LEOFF 1 benefit cap are based on the 2002 valuation.
** Proposals with an indeterminate fiscal impact may or may not have a cost, but the cost impact has not been determined.
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